


unting 
unting 
it basis 
ye con- 





Vi 


age of 
ample, 
ts par- 
‘e—the 
ik-even 
€ports; 
yN sur- 
nd the 
y items 

























out the 
( 

= bf wena : 

sibility . YIy met | 

hanges “SUL Le 1960 | 

rovern- BUSINESS 

ct his UBRAns TRATION 





- EXPECTED COST— 
i | THE COMMON DENOMINATOR 


1 what 


on. In Kenneth J. Murley 


yn, we 
ciples; 


ust be 





FAST PROCESSING OF DAILY ORDERS 


George Howard 


of te- 


st clar- 
els re. 
fferent 


ate in CLERICAL WORK MEASUREMENT 
—_ KEYED TO MODERN EQUIPMENT 


t th : 
th a L. O. Sweval 


} prin- 


na DEPRECIATION ALLOWANCES 
ail NOT FULLY UTILIZED 


le de- 





W. Joseph Littlefield 











©, 
a e* 


65e | em $7.00 


o? & 
° 





Pda 
ven 






Fis + og Tr? $ foaz ¥ tre % 
4 vr% ta 
a 1960 z urIq + i ' 4 kn 





NOW Nala SiG BOs Na 1G" MBTUOTN JO Agtezreatug 






















Mir. Controller... 
Is Insurance Your Responsibility? 


“Are there any exposures with inadequate liability protection?” “Are our fidelity limits 
still realistic today?” “Is our property coverage sufficient to avoid coinsurance penalty?” 
There’s no end to the questions posed by a corporate insurance program, whatever its size. 
If you are responsible for the answers, on top of other duties, you may find insurance 
decisions increasingly difficult and time consuming to make. Why not avail yourself of the 
advice and facilities of J&H? Our international network of offices includes: 





specialists in every kind of insurance to advise on the choice of complete, economical coverage 
safety and fire protection engineers to suggest ways to reduce premiums by removing hazards 
rate analysts to supervise costs at all times ... and experts to help speed claim settlement 
actuaries and qualified consultants to help set up and check employee benefit programs 


For insurance protection geared to the specific needs of your organization, draw upon the 
resources of J&H—since 1845, the most experienced insurance brokerage firm in the 
Western Hemisphere. 


JOHNSON & HIGGINS 


INSURANCE BROKERS—AVERAGE ADJUSTERS 
EMPLOYEE BENEFIT PLAN CONSULTANTS 


63 WALL STREET - NEW YORK 5 


Chicago + San Francisco + Los Angeles + Detroit + Cleveland + Philadelphia + Pittsburgh + Buffalo 
Seattle » Wilmington + Minneapolis + Atlanta + Vancouver +» Winnipeg +» Montreal + Toronto + London 
Havana » Rio de Janeiro + Sao Paulo + Curitiba + Caracas » Maracaibo + Puerto La Cruz + Buenos Aires 
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CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 


1. To establish, coordinate and admin- 
ister, as an integral part of management, 
an adequate plan for the control of opera- 
tions. Such a plan would provide, to the 
extent required in the business, profit plan- 
ning, programs for capital investing and 
for financing, sales forecasts, expense budg- 
ets and cost standards, together with the 
necessary procedures to effectuate the plan. 


2. To compare performance with operat- 
ing plans and standards, and to report and 
interpret the results of operations to all 
levels of management and to the owners of 
the business. This function includes the 
formulation and administration of account- 
ing policy and the compilation of statisti- 
cal records and special reports as required. 


3. To consult with all segments of man- 
agement responsible for policy or action 
concerning any phase of the operation of 
the business as it relates to the attainment 
of objectives and the effectiveness of pol- 
ities, organization structure and procedures. 


4. To administer tax policies and pro- 
cedures. 


5. To supervise or coordinate the prepa- 
ration of reports to governmental agencies. 


6. To assure fiscal protection for the as- 
sets of the business through adequate in- 
ternal control and proper insurance cover- 
age. 


7. To continuously appraise economic 
and social forces, and government influ- 
ences, and interpret their effect upon the 
business. 
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CONTROLLERSHIP IN AUSTRALIA 


Editors, THE CONTROLLER: 

In going through a copy of the Auzs- 
tralian Accountant, the April 1960 issue, 
I came upon an article that will interest 
anyone concerned with the evolution of 
controllership. Written by C. R. Hicking, 
the paper is entitled “The Accountant in 
Industry—Today and Tomorrow.” 

Discussing the accountant’s place in 
present-day Australian industry, Mr. Hick- 
ing states: 

“Since the results of management's ef- 
forts are finally revealed in the profit and 
loss account, the accountant in industry 
occupies a prominent place amongst the 
specialists to whom management looks 
for assistance, but his responsibilities lie 
far beyond merely carrying out his tradi- 
tional recording function. He must be 
prepared to play an important role in 
relation to the decision-making process of 
management. To do this successfully, he 
must not only exhibit proficiency in ac- 
counting techniques but he must become 
management-minded, and must have a 
full appreciation of the basic objectives 
of management... .” 

Further along, Mr. Hicking says: 


“It is, of course, well known that the 
relationship between accounting and man- 
agement has been more closely developed 
in America than in Australia, to such an 
extent that it has been responsible for the 
establishment of a separate business func- 
tion, that of controllership.” 

The author appraises the extent of con- 
trollership now practiced in Australia 
with a reference to lectures by Professor 
W. J. Vatter in Australia. The professor, 
he says, spoke of three levels of control- 
lership and pointed out that in its sim- 
plest form it is in reality an accounting 
job calling for the operation of a system 
to get factual data into financial reports. 
His second classification is at the level 
of budgets and forecasts, whilst the third 
he terms an “integral pattern of plans, 
standards and relationships so that the 
system established not only what has hap- 
pened and what will happen but what 
ought to happen. 

“I believe that the first and second 
levels of controllership as enunciated by 
the professor already are well established 
in Australia by reason of the equivalent 
functions carried out by the accountant in 
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industry, and that in some instances the 
third level has been attained, as eyj. 
denced by the steadily growing number 
of accountants who, in the capacity of 
chief financial executive with titles such 
as finance director or financial manager 
are carrying out the wider functions men. 
tioned by Professor Vatter.”’ 


M. R. JAMES 
New York 


GOOD BUDGETING 


Editors, THE CONTROLLER: 


In our budget work we would like the 
privilege of quoting from an article ‘Man. 
agement Planning and Control” by R. B, 
Lewis. This article lists ‘““The Seven Re. 
quirements of Good Budgeting” which 
we have found very useful. 


W. J. SHORT 
Allegheny Airlines 
Washington, D. C. 


The article referred to is not from Tue 
CONTROLLER but from an Annual National 
Conference booklet entitled “Controller. 
ship: Trends and Techniques” published 
in 1953 but now out of print. However, a 
copy is available in the library of Control- 
lers Institute at Two Park Avenue, New 
York. —The Editors 





DO YOU AGREE or do you dis- 
agree with an article in this month’s 
issue? Your fellow readers will be 
interested. Naturally, letters to the 
editor must bear the writer's signa- 
ture and address; these will be 
withheld on request. The Editors 





STATISTICS TEXTBOOK 


Editors, THE CONTROLLER: 


My co-author, Professor John Neter, 
and I should like to include certain mate- 
rial from your publication in a revision of 
our statistical textbook which we are pre- 
paring, titled Fundamental Statistics for 
Business and Economics. The tentative 
publication date of the revised edition is 
February 1961; the publisher is Allyn 
and Bacon, Inc., 150 Tremont Street, Bos- 
ton 11, Mass. We should like to include 
material from the article “Graphic Anal- 
ysis for More Effective Management Con- 
trol,” by Thomas S. Dudick published in 
the November 1958 issue of THE CON- 
TROLLER. 


Dr. WILLIAM WASSERMAN 
Brookline, Mass. 





A NEW APPROACH TO 
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Expected Cost—The Common Denominator 


Kenneth J. Murley 


VERY PRACTICAL CONTROLLER is, of course, well aware of the 
E significance and limitations of the manufacturing cost fig- 
ures he accumulates. Since assumptions and compromises are 
inherent in all cost figures, and since industry is usually in a 
state of flux, he can seldom be confident that his understanding 
is fully shared by others who use the figures. Sales, engineering, 
and production people, moreover, use these figures for different 
purposes and are each naturally inclined to emphasize different 
factors, leading to diverse interpretations of data based on what 
costs have been or what costs should be. The emphasis for these 
people is also on monthly operations rather than annual fiscal 
periods. 

The sales department is concerned with the amount of cost 
to be recovered in selling prices in order to produce a profit, 
including considerations of volume and product mix. It wants 
to know how much it will cost to produce the goods for which 
selling prices are being set. It would also like to see the results 
of operations stated in the same terms as the assumptions on 
which the selling prices are set in order to clearly reflect the 
effect of pricing policies. 

In cost control the emphasis is on what costs should be, al- 
though the standards of what costs should be will not be seri- 
ously accepted by operating personnel unless they are practi- 
cably attainable. 

The production departments are primarily interested in an 
objective appraisal of the results of operations in the light of 
existing conditions. They want to know how performance com- 
pares to what should reasonably have been expected in the 
specific circumstances. 

Top management must certainly give consideration to each 
point of view as it concerns current operations and in addition 
must be able to calculate realistically the future profit picture by 
product lines and at various levels of production and sales for 
planning purposes. 

It will be seen from a review of the various requirements that 
there is a common denominator appropriate to all these pur- 
poses. It is evident that what costs will be, or what costs should 
be expected to be, is the most useful concept for stating manu- 
facturing costs. 

_ The expected cost concept permits the presentation of costs 
in the financial statements and operating reports on the same 
basis and in the same amounts as for sales pricing, cost control 
and planning, thus assuring a common understanding at all 
management levels. 

_ Presented hereinafter are explanations of time-tested applica- 
tions of this concept, followed by an hypothetical operating re- 
port and planning estimate, which summarizes the results. 


Stating costs of manufacturing 

at levels expected, to make 

for common understanding among 
management departments 


COST STANDARDS 

The standard cost method is a simplified method of book- 
keeping based on the use of predetermined averages. This 
method permits cost determinations to be made at the time costs 
are incurred, thus eliminating delay in arriving at the cost fig- 
ures. It is assumed that this method will be used in applying the 
expected cost concept for reasons which will become clear as the 
explanations progress. The predetermined averages will, of 
course, represent determinations of expected cost. 

A slight inclination toward either an idealistic or pessimistic 
concept of what costs should be can produce quite divergent re- 
sults. Engineering standards, however, adjusted to include vari- 
ances which past experience shows to have been incurred are an 
excellent basis for expected cost standards, provided the data 
have been consistently compiled. Care must be exercised to make 
sure that the variances generated apply to all items equally. 
Tight standards will have caused more variances to be generated 
than loose standards, and to apply the same rate of variance to 
each will result in distortion. After adjustment for variances, 
the engineering data will be converted to expected cost by tak- 
ing into account changes in prices and rates which it is known 
will occur during the period in which the standards will be used. 
Credence should not be given to contemplated improvements 
over past experience: it should be withheld until such improve- 
ments are an accomplished fact. 

Reliable historical costs will also provide a good starting place 
for the establishment of expected cost standards. Remember, 





KENNETH J. MURLEY is a controllers’ 
consultant in Chicago, Illinois. He is a 
Michigan CPA with broad experience 
in industry and in public accounting. 
He is also associated with the Craig 
Agency, personnel consultants, of the 
same city. From 1951-59 he was with 
Bohn Aluminum & Brass Corporation in 
Detroit, Michigan; six years in the 
financial end of the business and two 
years as plant manager. The balance of 
his business career consists of 16 years in public accounting, 
with Touche, Ross, Bailey & Smart and White, Bower & Prevo. 
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however, that historical costs will include fluctuations in prices 
and rates which occurred during the period in which they were 
compiled. Also, bear in mind that historical costs are apt to in- 
clude nonrecurring abnormalities. Although some abnormalities 
are common to every period, unusually high or low amounts 
should be carefully considered. Thereafter it is a relatively sim- 
ple matter to adjust material prices and labor and overhead rates 
to take into account any changes which have occurred since the 
costs were compiled or are reasonably certain to occur in the 
period during which the costs will be used. 

If neither engineering data nor historical costs are available, 
the original cost estimates for sales pricing purposes, appropri- 
ately adjusted, will serve as interim cost standards. In any case, 
the cost estimates should be compared to the standards as finally 
established and any differences explained and corrected. 

Revisions of the detailed data compilations and the prices 
and rates to be applied should theoretically be planned to be 
made but once a year. However, price and rate fluctuations 
which were insignificant individually may accumulate to im- 
portant proportions. If selling prices have not been changed to 
cover the changed costs, there is no problem because the vari- 
ances do what they were intended to do, and that is to show the 
difference between the profit expected, at the time the selling 
ptices were set, and the profit realized. If selling prices have 
been changed to cover one or two cost changes, a percentage or 
other rating factor can be applied to the costs computed in ac- 
cordance with the detailed compilations, which are left as they 
were. Variances are recorded in accordance with the detailed 
compilations, but at the end of the month an appropriate over- 
all amount is transferred from the variance accounts to cost of 
goods sold and/or produced. By this means the effect of the ex- 
pected cost concept is maintained without the work of changing 
the detailed compilations. 

No change in the balance sheet valuation of inventories is 
intended. The problems in this respect are generally the same 
as with any other cost concept. A device to minimize the effect 
of material price changes is to carry raw materials at acquisition 
cost (or whatever basis has been established) and to record the 
variances when the materials are put into production. 














“Higgins, either your ledger shows a profit next 
month, or we get ourselves a new bookkeeper!” 
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Inventory gains and losses due to price changes should be 
segregated in the operating statement as nonoperating items 
preferably in a separate section of the statement. 

The handling of labor costs usually presents the greatest chal. 
lenge to the accountant’s ingenuity because of the detail jp. 
volved. The simplest method of accounting for direct labor js 
to calculate the total expected cost of the operations performed 
in each department. This total expected cost is then compared 
to the total direct labor cost incurred in each department; the 
difference is treated as variance. If the expected cost standards 
are different from work standards based on time studies, the 
work standards are converted to cost standards before the vari. 
ance is computed. This simplified method will not provide any 
tabulation of variances as to causes, but it is important to te. 
member that the expected cost concept presupposes that vari- 
ances will be insignificant. If the variances are important, the 
standards are wrong or some unusual and unexpected condition 
has occurred. If the standards are wrong they should be cor. 
rected immediately. Important variances should be explained in 
the weekly or daily cost report when it is published. 

In summary, past experience modified by future expectancy 
may be stated as a general rule for the most satisfactory deter- 
minations of expected cost standards. 


BUDGETS 


It is in the area of manufacturing overhead that expected cost 
contributes most to a better understanding of cost accounting. 
To conform to the concept a budget must readily show the 
amounts realistically expected to be spent at any level of pro- 
duction volume. Since the amount of overhead, especially fixed 
overhead, is obviously much greater for an automated machin- 
ing operation than for a manual assembly operation, for ex- 
ample, the budget must also take into account the specific prod- 
uct mixes comprising the various production volumes. Over a 
period of time sales must be substantially equal to production 
in a successful business, but seasonal and cyclical fluctuations in 
production are inevitable and are often counter to sales volume 
fluctuations. Comprehension of the monthly operating figures 
requires that the budget provide a means of showing the profit 
effect of such fluctuations. 

The first step in the preparation of the budget is the deter- 
mination of the capacity of each plant, center by center, and 
the enterprise as a whole. In the absence of positive knowledge 
that it will be different in the future, capacity should be based 
on past experience as to product mix. Capacity must be stated 
as a realistic optimum rather than as a maximum or ideal. In 
this connection the effective capacity in any cost center is limited 
to the output which can be utilized in the product mix for 
the enterprise as a whole. This does not present much of a 
problem as there are almost certain to be one or two cost centers, 
the output of which limits the output as a whole. The capacity 
as a whole is, therefore, based on the output of the limiting 
centers and that of other centers determined therefrom. Common 
sense will preclude the understatement of total capacity for lack 
of readily available equipment having a moderate cost. Also, the 
cost of any significant amount of capacity, which will not be 
utilized in normal product mix, will be transferred to a nominal 
cost center for idle equipment, in order to exclude such non- 
product costs from sales pricing. If capacity has been stated 
in terms of units of production it will be necessary to convert 
the units into dollars of sales, material costs and direct labor 
costs. Overhead will be found later by means of the completed 
budget. 

Whatever the source of the capacity figures, they should be 
checked against past experience by projecting production a 
a known level (such as one full shift) to the capacity level. 

Having arrived at optimum capacity, consideration must be 
given to the proportion of capacity which can reasonably be 
expected to be utilized on a long-term basis in an efficient 
operation. The proportion should not be less than would be 
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considered a satisfactory economic utilization of the facilities, 

and not more than could realistically be expected to be attained 
on an average, year in and year out. The proper proportion is 

4 matter of judgment and is apt to be somewhat arbitrary, but 
probably should not be less than 60 per cent nor more than 80 
per cent. This is an important determination because it sets the 
yolume level at which overhead will be applied for costing 
and sales pricing. The idea is to pick a volume level which is 
reasonable and also consistent from year to year in order to 
avoid overcosting in periods of low production and to avoid 
giving away the advantages of high volume in periods of good 

roduction. This proportion of optimum capacity is referred to 
as budget base volume. 

A separate budget will be made for each cost center. The 
expenses in the completed budget for each cost center will be 
shown as the amounts applicable to the base volume level and 
for the assumed product mix. Each element of expense will be 
divided into fixed and variable amounts so the expense at any 
level other than base volume can be computed as the fixed 
amount plus the applicable proportion of the variable amount. 
The variable amount will be directly related in the budget to 
standard direct labor (or an equivalent production base such as 
machine hours), and the proportions applicable to various 
levels of production will therefore be computed from standard 
direct labor cost of production. In addition to being the best 
stable base for measuring allowable variable expenses, the use of 
standard direct labor for this purpose will obviate any problems 
of product mix. Since standard direct labor is literally a budget 
for direct labor, one unit is equal to another as far as produc- 
tion within the cost center is concerned. 

The budget at base volume for the enterprise as a whole 
will be simply the total for all the cost centers, and as the 
budget for the enterprise at any other level will be arrived at in 
the same manner, the actual production in the various cost 
centers will automatically yield the amount of expenses appli- 
cable to the total product mix actually experienced. Planning 
projections and profit forecasts can be adjusted for anticipated 
changes in product mix. 

The division into fixed and variable amounts is based on 
the recognition that every element of expense has a minimum 
amount, regardless of the amount of production, and that 
anything over that minimum is the amount which varies. It 
will be found that the variable amount will vary at substantially 
the same rate as production varies. This may not be strictly 
true mathematically in every case, but as a practical matter it has 
been found that the difference is so small as to be inconse- 
quential. 

Understatements of the minimum or fixed amounts will re- 
sult in overstatements of variable amounts, and vice versa, and 
are thus partially self-correcting. A highly precise division be- 
tween fixed and variable is, therefore, not absolutely necessary, 
but it will be seen that in general a realistic determination of 
the fixed amount is essential to the usefulness of the budget. 
Fixed expense is not at all similar to shut-down expense. It is 
the minimum amount expected to be spent by a going concern in 
each cost center, plant, and the entire business regardless of the 
level of production. A good example of fixed expense uses as 
an illustration a bus making a regular run. The cost of making 
the run without passengers is the fixed expense, including 
gasoline, tite wear, repairs, depreciation, taxes, and so on. 
Variable expense is the amount of cost added when passengers 
are carried. 

The attitude toward fixed expense may change from time 
to time inasmuch as it is the minimum amount expected to be 
spent. This amount might be considered to be larger, to provide 

and maintain an organization geared to an expected high 
volume, than it would be to provide for an anticipated low level. 
This attitude should not be permitted to have any important 
effect on the establishment of the amount of fixed expense, be- 
cause the budget must be made to measure allowable spending 
in terms of actual attained production. 










CYBERNETICS, SCIENCE AND CONTROL 


{ Cybernetics} provides a new dimension of manage- 
ment, a concept of control far in advance of anything 
hitherto considered by either managers or engineers. 
Its major technique is to employ models in a special 
way which makes science convenient to handle in an 
unusual situation. . . . In all this, it is specifically 
learning from biological features, and trying to 
emulate their key features. Thus the measure of the 
importance of cybernetics is the backwardness of 
society's present outlook on control, not the imag- 
ined ability of the science to build a superbrain. 


—STAFFORD BEER, Cybernetics and Management, New 
York: John Wiley & Sons, Inc., 1959, p. 207. 


It may be necessary to consider two or more expense ac- 
counts as one element of expense for budgeting purposes. For 
example, if a department has hourly rated group leaders in 
addition to salaried foremen, it is proper to assume that at a 
volume level too low to justify the full times of both, the fore- 
men will be expected to perform the function of the group 
leaders part of the time, while the group leaders will be as- 
signed to other duties. 

Regardless of what might otherwise be considered as the 
minimum amount, the final test is whether total fixed expense 
for the cost center is so set that total variable expense will vary 
directly with production as measured by standard direct labor. 

Past experience modified by future expectancy is the best 
approach to expense budgets as well as to cost standards. This 
is arrived at by first making a schedule of the past average 
monthly expenses and direct labor for each cost center, prefer- 
ably for a period of at least a year. On the same schedule the 
amount of fixed expense is entered, after which the remaining 
or variable portion of the average expenses, together with direct 
labor, are projected to the base volume level. At this stage it 
is well to check the accuracy of the budget figures by selecting 
a high and low production month from past experience and to 
project the proposed budget to the attained volumes for those 
months, comparing the results to the recorded expenses. The 
expenses are then adjusted for any anticipated rate or price 
changes. 

When the budget for each cost center has been completed 
and tested, the budgeted expenses for the indirect manufacturing 
or factory service departments will be allocated to the direct 
production departments based on direct labor, total labor, 
floor space, or other appropriate basis. This will permit the use 
of a burden rate for each direct production department which 
can be computed from standard direct labor and which will 
absorb all manufacturing expenses at base volume. No attempt 
should be made to repeat these allocations in the books of ac- 
count, both because it is very difficult due to the usual succession 
of post-closing adjustments and because it is unnecessary. Where 
the expenses of such departments as Maintenance and Tool 
Room are normally redistributed based on direct charges for 
services performed (as they should be) it is preferable to 
record such redistributions. This is practical only if the charges 
are made at flat rates as determined from the budget, without 
attempting to take into account over- or under-redistributions 
each month. 
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It should be made very clear that the final responsibility for 
the budget is that of the head of the department for which it 
is made. The accountant performs a technical service in the 
preparation of the budget, but the service is performed for the 
department and it is the duty of the department head to review, 
understand and approve the budget after reconciling his differ- 
ences with the accountant. The accountant cannot usually take 
the time to debate each detailed element of expense with each 
department head, but the more important items should be dis- 
cussed. In doubtful cases it is a good idea to have supervision 
estimate the expense at half a full shift and also at three full 
shifts and see if the difference between the two represents the 
proper amount of variable expense. It may not, but what is 
learned is almost certain to lead to the proper amount. 

Budget comparisons to expenses incurred should be made for 
each cost center, including indirect departments. This is done 
by listing the amount of standard direct labor or other measure 
of production or service and computing the amount of each 
variable expense therefrom. The amount of fixed expense is then 
added to the variable to arrive at the total allowable expense, 
which is then compared to the expense incurred. The accumula- 
tions for the year to date should also be shown. It is not prac- 
ticable to make a full budget comparison for less than a month, 
but comparisons for indirect labor should be included in the 
weekly or daily cost reports. 

Each department head knows in advance how much he is al- 
lowed to spend in relation to what he will produce and must be 
held accountable. The year-to-date comparison is obviously a 
much better criterion of performance than any one month. 
Unless the past experience on which his budget was based 
represents perfection, the department head can be expected 
to devote his efforts toward spending less than his budget allows, 
but the budget should not be in any way considered as a 
strait jacket. Supervision will certainly be expected to exercise 
good business judgment which will sometimes call for making 
expenditures in advance of the date of actual requirement. If 
his judgment is correct the year-to-date budget comparison will 
eventually show this to be so, and in the meantime his superiors 
are made aware of whatever deviations have occurred. 

Past extravagances and inefficiencies will certainly be carried 
forward into a budget prepared in the manner described. They 
will, however, just as certainly be carried forward into current 
expenses unless effective means are found to prevent their 
occurrence. In the meantime, this budget provides the best 
practical measure of how much will be spent, which is a good 
guide to the most fertile field for cost reduction. The efficacy of 
cost reduction programs will be shown by the degree of re- 
duction below what would otherwise have been expected. 
After the reduction has been established it will be taken into 
account in subsequent budgets. 

As a final suggestion, if the budget for any cost center or the 
summary for any business cannot be included on one 814 x 14” 
sheet it should be concluded that there are too many expense 
accounts. 


RUSTY CARS HAVE SILVER LINING 


Every time a railroad car that has been standing 
for any length of time is bumped, it sheds rust. Put 
together all the railroad cars that sustain bumps 
when moved from storage, and you get a quantity of 
rust that must be gotten rid of somehow. But it’s 
no disposal problem for the railroads—they sell 
it, by the ton. This fact concerning cost control 
was brought out recently in a speech by William S. 
Story of the Institute of Scrap Iron and Steel. 
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OPERATING REPORTS 

Following is an hypothetical comparative statement of opera. 
tions which illustrates what a financial statement will show 
without the benefit of proper yardsticks: 


(Percentages rounded off ) 


Sales 


Cost of goods sold: 


Material 
Direct labor 


Overhead 


Total cost of goods 
sold 


Gross margin 


Selling, administrative 
and general expenses 


Income before fed- 
eral taxes 


Federal taxes on income 


Net income 





























January February 
Amount Y% Amount % 
$50,000 100% $100,000 100% 
$22,000 $ 45,700 

4,900 10,300 

7,100 26,000 
$34,000 68% $ 82,000 82% 
$16,000 32% $ 18,000 18% 
10,000 20% 10,000 10% 
$ 6,000 12% $ 8,000 8% 
3,000 6% 4,000 4% 
$3,000 6% $ 4,000 4% 








March 
Amount % 
$150,000 100% 








$ 69,400 
15,700 
44,900 

$130,000 87% 

$ 20,000 13% 
10,000 7% 

$ 10,000 6% 
5,000 3% 

-$ 5,000 3% 


These results of operations seem most peculiar because sales 
in the third month were three times as much as in the first 
month, but the percentage of profit is only half as much. Even 
in an operation as simple as that reflected by this statement the 
causes of the variations would be difficult to determine by 
subsequent analysis, and in a more complex operation would be 
practically impossible. The circumstances indicated are normal 
to all manufacturing operations, but are somewhat exaggerated 
for illustrative purposes. 

Now look at the following statement which presents the same 
results of operations in conformity with our requirements: 


(Percentages rounded off ) 


Sales 
Standard cost of goods 
sold: 


Material 
Direct labor 
Overhead 


Total standard cost 
of goods sold 


Standard gross margin 


Manufacturing variances: 


Material 
Direct labor 
Overhead: 


Volume variance 
Budget variance 


Total manufactur- 
ing variances 


Selling, administrative, 
and general expenses 


Income before fed- 
eral taxes 
Federal taxes on income 


Net income 






































January February March 
Amount 9% Amount % Amount %G 
$50,000 100% $100,000 100% $150,000 100% 
$21,000 $ 45,000 $ 69,000 

4,700 10,000 15,300 

11,800 25,000 38,200 
$37,500 75% $ 80,000 80% $122,500 82% 
$12,500 25% $ 20,000 20% $ 27,500 18% 
$ 1,000 $ 700 $ 400 

200 300 400 
( 6,000) 6,000 

1,300 1,000 700 
($ 3,500) (7%) $ 2,000 2% $ 7,500 5% 

10,000 20% 10,000 10% 10,000 7% 
$ 6,500 $ 12,000 $ 17,500 
$ 6,000 12% $ 8,000 8% $10,000 6% 

3,000 6% 4,000 4% 5,000 3% 
$ 3,000 6% $ 4,000 4% $ 5,000 3% 











(Continued on page 312) 
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The only apparent difference between the two statements is 
that the second shows cost of goods sold divided between 
standard cost and manufacturing variances. In this respect it- is 
similar to the usual standard cost statement, but there are im- 
portant differences. 

Standard cost of goods sold is not an hypothetical and de- 
batable concept of what costs should be, but is the expected 
cost on which selling prices were set. The variances are segre- 
gated in the statement to show the profit effect of the difference 
between expected costs and costs incurred. 

Overhead volume variance reflects the profit effect of different 
levels of production. As previously explained, standard over- 
head was set from the budget based on the long-term expected 
volume. Therefore, standard overhead includes a proportion of 
fixed expenses which is assumed to be normal. When attained 
production is less than or more than the long-term expectancy, 
the proportion of fixed expenses included in standard overhead 
absorbed will be correspondingly less than or more than total 
fixed expenses as determined from the budget. Volume variance 
is the profit effect of the over- or under-absorption of total fixed 
expenses. Note that volume variance relates only to production 
volume in the period. The effect of sales volume is shown by 
standard gross margin. If beginning and ending inventories 
were relatively about the same, this distinction between sales 
and production volume would not be important over a long 
period, but it is essential to an understanding of the results for 
specific months. 

Overhead budget variance is the difference between expenses 
incurred and expenses expected to be incurred at the attained 
production volume. This variance will be detailed in the 
budget comparison. 

Standard gross margin is another informative figure in the 
second statement. Expected cost is a relatively constant amount 
with respect to each product. That is to say that it is constant 
in the absence of price changes, and relative to the changes 
which do occur. From this we know that the difference in per- 
centage of gross margin has to be the result of a difference in 
product mix. Either a different proportion of various products 
was sold in each of the three months, or a different percentage 
of mark-up was applied to the same product. Sales and costs 
will usually be segregated in the statement by product lines 
which will more clearly reflect the difference in proportion of 
products sold. In addition, the method of accumulation of the 
figures should automatically provide a detailed analysis of 
gross Margin. 

Assume that the expected level of production is equivalent to 
$100,000 of sales, and that the overhead expected to be in- 
curred at that level would be $25,000, of which $12,000 would 
be fixed. Also assume that, except for the manufacturing vari- 
ances, the second month was a normal average month and 
using that month as a basis for comparison, the profits for the 
three months can be completely reconciled, as follows: 


BUDGETING FOR RESEARCH 

The research budget helps to control expenses be- 
fore they are incurred, rather than after the fact. 
In this respect budgetary control of R&D bears more 
similarity to control of advertising than it does to 
manufacturing cost controls. Of primary importance 
is the fact that the budget forces managers period- 
ically to review research progress and to replan the 
program.—JAMES BRIAN QUINN in ‘Budgeting for Re- 
search,” Handbook of Industrial Research Management, 
edited by Carl Heyel, New York: Reinhold Publishing 
Corporation, 1959, p. 282. 
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January February March 
Variations from normal profit: ei. 
Variations in gross margin: 
On sales volume at a normal 20% ($10,000) $10,000 
From product mix—the difference be- 
tween actual percentage of gross 
margin and a normal 20% 2,500 
Total variations in gross margin ($ 7,500) $ 7,500 
Manufacturing variances: 
Volume variance $ 6,000 ($ 6,000) 
Operating variances ( 2,500) ($2,000) ( 1,500) 
Total manufacturing variances $ 3,500 ($2,000) ($ 7,500) 
Variation in income before fed- 
eral taxes ($ 4,000) ($2,000) —0— 
Variation in federal taxes on income 2,000 1,000 —0-— 
Variation in net income ($ 2,000) ($1,000) —0- 
Norma! income at normal sales volume 5,000 5,000 $ 5,000 
Actual net income _$ 3,000 $4,000 $ 5,000 


The foregoing reconcilement is included for convenience 
of discussion and is not suggested for actual use. In practice 
the reconcilement or comparison would be made to a forecast, 
and the term “normal” would not, of course, be used except 
under the assumed “normality” of the second month. 


PLANNING ESTIMATES 

Estimating profits at various levels of production and sales is 
a simple matter. Using the hypothetical data from the illustra- 
tive operating statement, the break-even point and_ potential 
profit of the business are calculated as follows: 





Sales at base or expected volume $100,000 
Sales required to break even: 
Sales required to cover fixed expenses of $12,000 ($12,000 — 
32%, see below) $ 37,500 
Sales required to cover selling, administrative and general 
expenses of $10,000 ($10,000 — 32%) 31,250 
Total sales required to break even $ 68,750 
Sales left to produce a profit $ 31,250 
Total Per 
at base dollar 
volume of sales 
Variable cost per dollar of sales: 
Material $ 45,000 $ .45 
Direct labor 10,000 10 
Variable overhead 13,000 13 
Total variable cost per dollar of sales $ 68,000 $ .68 
Sales 100,000 ~=—'1.00 
Amount of sales dollar left to cover fixed ex- 
penses, selling, administrative and general 
expenses, and to produce a profit $ 32,000 $ 32 
Potential profit before federal taxes on sales of $100,000 ($31,250 
as above, at 32%) $ = 
Federal taxes on income 5, 
$5,000 


Potential net income on sales of $100,000 


It was assumed that manufacturing variances in the hypo- 
thetical second month were abnormal and nonrecurring (usually 
an unwarranted assumption) otherwise the profit picture would 
be changed accordingly. In making estimates such as the fore- 
going, the figures should be broken down by product lines and 
expanded to show fixed and variable expenses in total for each 
cost center or division, together with standard direct labor. 

The simplicity claimed for making estimates such as the 
foregoing is not intended to imply that the actual results will 
conform to the estimate. 
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THIS ONE COMPUTER 


PHILCO 2000 DATA PROCESSING 
SYSTEM Worid’s First in All-transistor Logic 
and Circuitry 


will handle all four types of data processing 





COMMERCIAL «© SCIENTIFIC « MILITARY « INDUSTRIAL 


The Philco 2000 Computer is the most versatile large scale data processing system available 
today. This one computer can handle efficiently all four major types of data processing prob- 
lems, each usually requiring a different system. 

The high speed input-output system updates an inventory of 500,000 items in less than 20 
minutes; large complex scientific computations are now being solved in one fourth the time 
formerly required; and Philco 2000 Computers are now solving problems vital to the national 
defense effort. 

The Philco 2000 is easily utilized for any of these applications. Parallel logic and asynchronous 
mode of operation permit expansion without costly changes in system design or existing 
programs. This extreme versatility is one more reason for the proven economy of the Philco 
2000 .. . the computer that has changed the industry. 





PHILCO CORPORATION ¢ GOVERNMENT AND INDUSTRIAL GROUP 
COMPUTER DIVISION, 3900 WELSH ROAD, WILLOW GROVE, PA. 


PHILCO 


“Famous for Quality the Worl Over 
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truck “wait-time”... put Middle Atlantic 
shipments on “load-and-go” schedules 


HOW WESTERN UNION SYSTEM KEEPS 14 TERMINALS UNDER ONE ROOF 


Cargo Information speeds from New 
Britain switching center to any Middle 
Atlantic terminal in seconds. And every- 
thing’s in writing . . . no mistake about it! 





36 Hours In Advance, terminal managers Using Original Tapes, punched card.-com- 
get all necessary papers and forms; plan puter systems process invoices, manag? 
ahead for truck’s arrival. Result? Faster ment data, _profit-and-loss information 
service for every customer! System prepares payroll for 800 employees 
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SOLO TIONS 


A Western Union Private Wire System 


Interested in streamlining every area of company com- 
munications, and in eliminating costly waste-time? 
Here’s how Western Union helped solve both problems 
for Middle Atlantic Transportation Company. 


Under the old system, trucks were held up while way bills 
and manifests were being prepared manually. Average 
“wait-time” per trip was a serious four hours . . . multi- 
plied by 25,000 trips per year! 

The solution? A Western Union Private Wire System, 
engineered to coordinate with Middle Atlantic's advanced 
data processing installation. 

Today, this versatile private wire network—transmitting 
400,000 words per day—links New Britain, Connecticut, 
general accounting offices with 14 Middle Atlantic Ter- 
minal points in eight Eastern and Midwestern states. 


Contact is instantaneous ...and always in writing. 


Cargo data, way bills, dispatching information . . . all 
data can now be sped “down the line” in seconds. Ter- 
minal points get information as much as 36 hours before 
the truck arrives. Result? Faster, more accurate planning, 
speedier customer service. Improved “load-and-go” sched- 
ules help save an average of two to six hours per trip! 
And, by using custom-engineered private wires, where- 
abouts of consignments can be determined in minutes. 


Your company can probably benefit from a Western 
Union Private Wire System. It will be custom-tailored 
to your business alone . . . handle all company data with 
error-proof, written accuracy. It can save you time. . . and 
money. For all the facts, send a collect wire to: Western 
Union, Private Wire Division, New York, N. Y. 


WESTERN UNION .... first in Private Wire Systems 











George Howard 


_ Is AN ACCOUNT of the Breyer Ice 
Cream Division's experience in taking 
daily orders from a large number of cus- 
tomers, the system used, and the results 
obtained. Although our business happens 
to be the manufacture and distribution of 
ice cream, we feel our system can pos- 
sibly be used by other industries having 
a sufficient volume of daily orders, re- 
quiring utmost speed in handling and 
processing. 


THE DIVISION’S SETUP 

The Breyer Ice Cream Division is a 
division of National Dairy Products Cor- 
poration. It is somewhat unique in that 
the only product it manufactures and sells 
is ice cream. It also has a fruit division 
which is mainly for its own use, to insure 
the best in quality and flavor. Other Na- 
tional Dairy divisions sell milk, ice 
cream, cheese, eggs, margarine, frozen 
foods, vegetables, fats and oils, jellies, 
candy, glass products or a combination of 
these. 

The main office of the Breyer Division 
is located in Philadelphia, Pa., with two 
other manufacturing plants in Long Island 
City, N. Y., and one in Newark, N. J. 
From the Philadelphia plant, eight dis- 
tributing branches are served, one from 


Fast Processing of Daily Orders 


Long Island City and two from Newark. 
In total, the Division serves approxi- 
mately 15,000 customers. 


OUR OLD SYSTEM 
OF CUSTOMER ACCOUNTING 

Inasmuch as we have daily deliveries, 
one of our most important problems is 
that of customer accounting. By the end 
of World War II, like many other indus- 
tries, we were expanding greatly and it 
became increasingly important to depart 
from the antiquated system of hand post- 
ing that we managed to live with for over 
80 years. Customer records were inac- 
curate, incomplete and never up-to-date. 
They required a large number of persons 
to maintain. Our division comptroller in- 
vestigated the business machines of the 
larger manufacturers back in 1948. After 
careful thought and study he chose IBM, 
principally because that manufacturer of- 
fered the mark-sense feature. Our Di- 
vision thus became the pioneer in our 
corporation, and in our industry, in the 
use of machine route accounting. 

During the early post-war period, these 
machines could be used only for our 
Philadelphia operation, since high-speed 
computers were not on the market. A 
complete study was made of our business, 





GEORGE HOWARD, a member of Controllers Institute, 
graduated from Girard College and after joining Breyer 
Ice Cream Division of National Dairy Products Corporation, 
Philadelphia, Pa., attended Evening School of Accounts 
and Finance, University of Pennsylvania (Wharton School), 
graduating in 1937. Since 1951 he has been comptroller 
of the New York District of the Breyer Ice Cream Division, 
Long Island City, N. Y. This article is based on a talk 
before the Methods and Procedures Committee of the New 
York City Control of which Mr. Howard is vice chairman. 





THE CONTROLLER.............. 








sa ee 5 deen ca ne ue ark ial JULY 1960 





316 





Details of machine route 
accounting procedures for 
keeping retail dealers supplied 


lasting about five months. This proved 
most important. During the course of 
this study, a detailed picture of our busi- 
ness was obtained that enabled a better 
transition to the new system. To meet all 
conditions, the study pointed out, 120,000 
price cards would be needed to do the 
necessary job of pricing customer invoices 
because a gang-punch operation was be- 
ing used. After elimination of many un- 
important factors, the number of price 
cards was reduced to about 3,000. This 
was still a cumbersome amount, but it 
was workable under the prevailing con- 
ditions. 

While the new system was far superior 
to the old, it lacked sufficient speed and 
capacity to take care of the locations other 
than Philadelphia. It was also impossible 
to use many new applications that were 
planned in addition to route accounting. 
Then in 1950 an IBM 604 computer was 
installed to speed and simplify the opera- 
tion as well as to add other applications 
requiring computation such as payroll. 
The 3,000 price cards were reduced to 
about 120. While a one-item detail card 
was formerly used, the IBM 604 enabled 
us to use a two-item detail card with the 
addition of our Newark operation to the 
system in September 1956. 

By 1957 an IBM 650 computer and 
several data transceivers were ordered 
and in operation. The transceivers were 
able to transmit information quickly from 
outlying locations to Philadelphia, where 
the 650 was installed, and to receive 
other information back from Philadel- 
phia. This is our present system and the 
one which will now be explained. 


OUR PRESENT SYSTEM 


In Exhibit A you will note CUSTOMER 
Master Carp printed on the right-hand 
side in a vertical position. This card is 
used over and over again and is only te- 
produced if there is a significant change, 
such as the days to be delivered, route 
change, etc., or if the card becomes suf- 
ficiently worn to require replacement. At 
such time it may be found advisable to 
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KEROGRAPTY in affset duplicating 





3 GLEAN STEPS TO QUALITY PAPER MASTERS 


... thanks fo xerography, the clean, 
fast, dry, electrostatic copying proc- 
ess that turns out lower-cost offset 
paper masters for duplicating. Only 
three simple, clean steps with 
XeroX® copying equipment: expo- 
sure, dry processing, and dry trans- 
fer. Do everything in daylight. 


There are no wet chemicals, no 
peel-apart, no critical exposures or 
temperatures. Because images made 
by xerography are more durable, off- 
set paper masters last longer, produce 
longer press runs. 


XeroX copying equipment repro- 
duces from a wide range of originals. 
Its wide exposure latitude makes 
waste of materials from wrong expo- 
sures negligible—almost impossible. 


As for quality, it’s superb. You re- 
tain all the crispness and impact of an 
original whether you enlarge, reduce, 
or copy size to size. 

And XeroX copying equipment is 
versatile! Besides offset paper masters, 
it prepares translucencies for diazo- 
type duplicators, metal offset masters, 
and transparencies used as visual aids. 


Write today for our XeroX copy- 
ing equipment brochure. It shows 
how to save thousands of dollars year- 
ly and speed paperwork duplicating 
by xerography. HALom Xerox INc., 
60-127X Haloid St., Rochester 3, 
N. Y. Branch offices in major U. S. 
and Canadian cities. Overseas: Rank- 
Xerox Limited, London. 


HALOID 
XEROX 











EXHIBIT A. CUSTOMER MASTER CARD | 
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reproduce an entire new deck, as in the 
case of seasonal changes when our de- 
livery schedule is revised. 

Only the information necessary in tak- 
ing a telephone order is interpreted on 
the card: route number, customer num- 
ber, name and address and _ telephone 
number. Column 79, which is marked 
DELIVERY Day, shows punches which 
represent the delivery days of the week, 
1 meaning Monday, 2 meaning Tuesday, 
etc. On the card shown in Exhibit A, de- 
livery days are 1 and 5, which signifies 
that the customer is to receive deliveries 
on Monday and Friday. All cards having 
1 in column 79, or those to be served on 
Monday, are sorted out and sent to the 
telephone order department on Saturday, 
to Be called for Monday delivery. The 
telephone order clerk dials the number as 
shown and proceeds to take the order on 
the detail order cards as shown in Ex- 
hibit B. All orders are taken in code with 
a mark-sense pencil. Each detail order 
card can handle ten flavors or products, 
since both sides of the card may be used 
if necessary. It has been noted that we 
progressed from a one- to a two-item de- 
tail order card with the use of an IBM 
604 computer. With the IBM 650 a five- 
item card was used. Recently we began 
using the other side of the detail card for 
an additional five items with a card usage 
and transmission reduction to 65 per cent 
compared to a five-item card. Quantity 
is self-explanatory (quantity always be- 
ing in units). The first position of code 
refers to product and the last two posi- 
tions of code refer to flavor. For example, 
a 10-quart can of vanilla is 101, while a 
half-gallon unit of vanilla is 201. The 01 


signifies vanilla, while the first position 
of code 1 signifies a 10-quart can and 2 
signifies a half-gallon unit. 

The detail order cards are placed be- 
hind the customer master card and must 
be kept in that position until they enter 
the 519 reproducing punch. This machine 
takes the required information from the 
customer master card and punches this 
information to each succeeding detail 
order card. The following information is 
punched from the customer master card 
to the succeeding detail order cards: 


Columns 1 to 3—ROUTE NUMBER. 

Columns 4 to 6—CUSTOMER NUMBER 
(or sequence of delivery number on 
route). 

Columns 7 to 8—SURCHARGE (This is 
a percentage of the total dollar amount of 
invoice to be collected for repayment of a 
loan or other collection items.) 

Column 15—BILLING CopE (In this 
case zero signifies a cash customer.) 
Other punches signify accounts receivable 
customers and the type, such as school, 
monthly account, weekly account, etc. 

Column 73—While the word BRANCH 
is printed on the card in this column, it 
is used as the price code. (In this case 1 
signifies regular wholesale price.) 

Columns 74 to 78—AccOUNT NuM- 
BER (Permanent number of customer.) 


The 519 reproducing punch also picks 
up the pencil marks on the detail order 
cards and transfers them to holes so that 
they can be properly processed by the 
other machines used. Note on the bottom 
of the cards in Exhibit B, columns 16 
through 40, which cover all the punch 
marks on the card resulting from the 
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pencil marks in Exhibit B. In Exhibit B 
you will note that the punch marks have 
been interpreted on the cards. This is not 
normal procedure, but used only as a 
guide for this presentation. The 519 
punches, on the average, 100 cards per 
minute and stops if a card is not properly 
marked or if an omission is made. In 
such a case the machine operator can 
usually make the necessary correction. 
After punching, the cards are sorted on 
one sort (column 13), extracting the 
customer master cards from the detail 
cards at a speed of approximately 800 
cards per minute. The customer master 
cards are later filed with the rest of the 
deck, to be used over and over again, as 
explained previously. 

The detail order cards are then placed 
in the data transceiver and sent by tele- 
phone wire to the EDPC in Philadelphia 
at the rate of 16 cards per minute. Cards 
are sent beginning about 1:00 p.m. to 
about 6:00 p.m. and the telephone line 
is used for voice during the morning and 
can be used for voice or card transmission 
throughout the rest of the day and eve- 
ning. 

After the last card is sent, other cards 
are received back on the same data trans- 
ceiver for use in preparing load sheets so 
that by 9:00 p.m. the loading of the 
trucks can be started. The reason cards 
can be received immediately after the 
last card has been sent is that early routes 
have already been entirely transmitted by 
about 4:00 p.m. and have been processed 
by 6:00 p.m. One can readily see that this 
is a very tight daily operation. Any seti- 
ous trouble means interruption to our de- 
livery schedule with a resulting high 
payroll cost, as well as customer dissatts- 
faction. (Continued on page 320) 
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EXHIBIT C. CUSTOMER BILL 
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Customer bills are prepared in Phila- 
delphia on a Tab at the rate of 150 lines 
per minute and returned to the source lo- 
cation by messenger. One messenger 
drives to Newark and Long Island City, 
another to Baltimore and Washington 
and still another to Harrisburg and 
Allentown, Pa. Messengers must arrive 
before trucks leave with their loads. 
Smaller branches, or those too remote to 
be reached by messenger, are not on this 
system. 

Exhibit C shows a customer’s bill, 
which is a three-section form. The large 
section on the left is given to the cus- 
tomer, the middle section is retained by 
the driver who obtains signatures on ac- 
counts receivable customers and the right 
section remains in the office. Upon ex- 
amination of the right section, which is 
in code, it will be noted that the code is 
the same as the pencil marks shown on 
the detail order cards in Exhibit B. To 
simplify this presentation, the customer 
Smith’s order is used as a full load. It 
should be borne in mind, however, that 
a true load may consist of 20 or 25 cus- 
tomers. The load sheet, Exhibit D, is 
used for. loading trucks and for checking 
loads and is prepared from cards trans- 
mitted from Philadelphia to the various 
locations where the 402 Tab is used for 
preparing them at the rate of 50 lines 
per minute. Whenever a load appears too 
small, two or more routes will be com- 
bined. In this case where Smith’s order 
is used as a full load, you will also note 
the same items as shown on the customer 
detail cards, Exhibit B. 


A SIMPLE PENCIL MARK 


In our system, everything begins with 
a simple pencil mark. What, then, can 
the pencil mark do or finally help to ac- 
complish through machine accounting? 
It can 


1. Record customers’ orders. 

2. Properly price and prepare customer 
bills. 

3. Prepare load sheets and load sum- 
maries to expedite loading and driver's 
settlement. 


Prepare debit entries to accounts re- 
ceivable file. 

5. Prepare credit entries to surcharge 
collection file. 

6. Prepare monthly gallonage records 
for each customer by sales territory. 

7. Reduce clerical cost, both at the 
point of calling customers and in prov- 
ing sales. 

8. Prepare annual volume discount 
records for check preparation. 

9. Furnish complete book ice cream 
inventory records daily, showing opening 
balance, production, returns, sales, ad- 
justments and closing inventory. 

10. Ascertain formula product usage 
from daily production, which is com- 
pared with actual usage. This is not a 
mark-sense operation, but a simple key- 
punch procedure. 


The highlights of our system have 
been briefly described. The most impor- 
tant features of our order-taking and 
customer-record procedure have been 
mentioned. Tabulating machines are also 
used for the following additional infor- 
mation: 

Payroll—Here we only punch de- 
partment number, employe number and 
gross amount. The data transceivers 
transmit payroll cards and the other ma- 
chines in Philadelphia do the rest, also 
preparing necessary quarteriy reports and 
W-2 forms. We use card checks and 
these checks are returned from the bank 
sorted in numerical order for ease in 
reconciliation. Time cards are also pre- 
pared on IBM cards and when the pay- 
roll is tabulated, the second copy becomes 
the time sheet for the following week. 

2. Farmers payroll or milk patron set- 
tlement sheet—Checks are issued twice 
monthly to about 1,500 farmers and the 
price and necessary deductions are com- 
puted. 

3. Accounts receivable  statements— 
Most debit items are received as a direct 
result of our order-taking procedure. 
Other entries for cash collection, re- 
turns, etc., are key-punched. 

(Continued on page 334) 
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EXHIBIT D. LOAD SHEET 
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Clerical Work Measurement 


Keyed to Modern Equipment 


L. O. Sweval 


RONICALLY, the explosion in clerical 
| employment that we have seen in re- 
cent years has taken place during a great 
expansion in the use of mechanical and 
electronic office equipment. Many have 
learned the hard way that the acquisition 
of more office hardware is not necessarily 
synonymous with labor savings. In their 
late-1959 survey of 278 companies, rang- 
ing in sales volume from $1 million to 
more than $100 million, Dun and Brad- 
street reported that costs of increased 
paperwork activities were rising 35 per 
cent to 40 per cent faster than sales in- 
creases. 

Too often, the attempt has been made 
to automate a mess. In the process, new 
labor burdens have been created—on top 
of old ones. We know, however, that the 
new hardware makes it possible to meet 
the many demands for control informa- 
tion in today’s competitive business world. 

Fifty years ago, Frederick Taylor stated 
the well-known axiom that ‘“‘to control, 
you must first measure.” He then pro- 
ceeded to develop the only measuring 
medium possible for work methods and 
labor expenditure—time and motion 
measurement. His principles of time 
study became the foundation of manu- 
facturing labor cost control. Since Tay- 
lor’s time, the industrial engineer has 
consistently improved and simplified the 
techniques and standard data designed 
for specific applications. It is the appli- 
cation of these latter techniques to paper- 
work that enables us to take full advan- 
tage of modern office equipment. 

Realization that the methods used to 
measure work in manufacturing could be 
applied to clerical tasks has not come all 
at once. Nor has it come without some 
confusion over the particular methods 
and data to use. 


FIRST APPLICATION 
OF WORK MEASUREMENT DATA 


The search for new ways to cope with 
the growing volume of paperwork began 
with some of the major insurance com- 
panies, a number of years ago. They 


looked to manufacturing operations for 
assistance and took a number of pages 
from the book of industrial engineering 
techniques. It was not long before they 
became convinced that the progression 
of time study through its various steps to 
specialized standard data was the most 
promising route toward the reduction and 
control of paperwork costs. These insur- 
ance companies set their plans accord- 
ingly and for the next several years pro- 
ceeded to develop data specialized for 
their individual needs. 

The results were described in a number 
of papers presented before management 
societies. Many articles on the subject 
were published. Generally, savings rang- 
ing from 10 per cent to 30 per cent were 
attributed to use of the specialized data. 
When these savings became known, wide 
interest was aroused. 

Unfortunately, copies of the insurance 
companies’ data found their way into too 
many hands. When unskilled persons at- 
tempted to apply these work measurement 
data to jobs other than those for which 
they were intended, naturally they got 
nowhere. Disillusionment followed. As is 
the case all too often, the techniques 
themselves were condemned and dis- 
carded, when the real trouble was mis- 
application. 
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Standardized data help 
in achieving labor savings 
with new office “hardware” 


RECOGNIZING NEED 
FOR STANDARDIZED DATA 


After these experiences, the use of data 
faded, with only a few of the very large 
companies continuing their development 
and use. Meanwhile, several consulting 
firms reviewed the pros and cons of 
standard data for use in controlling office 
costs. They concluded that the data ap- 
proach to work measurement was su- 
perior to other techniques because of 
greater accuracy, less cost and more ac- 
ceptability from a human relations stand- 
point. Recognizing the error of turning 
individual specialized data to general use, 
they developed standard data which 
would be adaptable to a// basic clerical 
activities. 

From such an approach, Office Man- 
ning Controls, or as it is most often re- 
ferred to, “OMC,” came into being. 
With a set of well-known predetermined 
basic method data, method analyses were 
made of every conceivable manual func- 
tion that could be performed in paper- 
work operations. This work required ap- 
proximately 20 industrial engineering 
man-years. The resulting reams of studies 
were condensed and consolidated into a 
set of 50 data charts. Two examples of 
these charts are shown in Charts A and B. 


L. O. SWEVAL, director of Special Services for Profit 
Counselors, Inc., New York management consultants, is 
well known for his studies on clerical work measurement. 
He is responsible for the development of Office Manning 
Control, a method of clerical standard data discussed in 
this article. Before joining Profit Counselors, he was a 
member of the consulting staff at Burlington Mills Divi- 
sion of Burlington Industries, Inc., and a vice president 
and principal of H. B. Maynard & Company, Inc., where 
he directed the firm’s European consulting assignments. 
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OFFICE MANNING CONTROLS 


Data Chart - Open and Close Desk Drawer 





DISTANCE 
OPENED 


CLOSE DRAWER 





HAND IN OR 
AT DRAWER 


OR CLOSED 


HAND 
OVER DESK 





Center 


Side - Top 


Side - Lower 


File Drawer 


.010 
. 033 


Part 6" 
Full 12" 


015 
- 023 


Part 9" 
Full 18" 


-015 
.023 


Part 9" 
Full 18" 


.020 
.028 


Part 9" 
Full 20" 














.012 
.036 


.022 
.028 


.023 
.030 


.028 
.035 











Motion 


Initial 


Reach to Drawer 


Work Place 





Pattern 


Terminal 


Release Drawer 


Equipment 





Operation 








Open and/or Close Desk Drawer 





Chart No. 








CHART B 





OFFICE MANNING CONTROLS 


Order and Invoice Filing Methods and Standard Record 








PER ORDER OR PER INVOICE = 





Obtain material for filing 
File 


Time Standard 


Obtain material for filing = 
Walk 20 Feet (.005 per foot) (round trip) 
Pick up material (25-L-4) 


Allowed at 1/100 per invoice 


File = 

Identify order (1-3) 

Move to file drawer (6 files - 4 side steps) 

- .041 (Allow at 1/4) 

Open and close file drawer = .105 (Allow 1/4) 
Find Folder (D-0-26 to 50) 

Remove folder, mark place, reinsert 

Place sheet in folder (S-25-3) 


-002 Minutes 


.041 


-010 
026 
. 140 
. 168 
029 
-414 Minutes 
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The top chart is an example of a com- 
mon operation performed in every office, 
To illustrate its use: if you, while seated 
at your desk; reached to your top side 
drawer and opened it fully—18”, jt 
would take .027 minutes. The time to 
open and close the drawer would be 
.050 minutes. These times, as well as all 
time values shown on ONC charts, in- 
clude a 15% allowance to cover the 
human element, fatigue, etc. 


In the illustration below a typical filing 
operation is broken down first into major 
work elements; OF-1 and OF-2. These 
elements are then analyzed individually, 
The motion or method elements are listed 
for each. An OMC data reference num- 
ber is shown with a brief description of 
each activity and information concerning 
frequencies recorded. This information 
identifies the data time value to be used. 
The individual time values are then to- 
taled to arrive at per order filing time of 
416 minutes. Besides producing a time 
standard, this makes an excellent and 
complete record of method. 


In a number of recent applications of this 
OMC data to different types of busi- 
nesses, with office staffs ranging in size 
from 25 to more than 1,000, it has been 
found that the data cover 85 per cent to 
95 per cent of all paperwork activities. 

The general opinion is that work meas- 
urement’s chief value, as a cost-control 
instrument, is in the development of pro- 
duction standards or quotas. These stand- 
ards provide a means of proper sched- 
uling of work by allocating personnel to 
the expected work load. They also pro- 
vide a means of evaluating the effective- 
ness of individuals against a standard 
rather than against one another. 


SYSTEMS AND PROCEDURES 
DESIGN ANALYSIS 


In the analysis of systems and_pro- 
cedures design, time units supplied by 
standard data provide an element of 
measurement which is usually missing in 
such analysis. To illustrate, the product 
designer has units of measure such as 
inches, feet, pounds, gallons, etc. Having 
these makes it possible for him to put on 
paper several different solutions to any 
problem or suggested change in products. 
When these different solutions or draw- 
ings are placed side by side it is possible 
to select the best solution for any of a 
number of reasons, such as material con- 
sumption, labor requirements, or facili- 
ties availability. All this can be done be- 
fore any production costs are accrued. 
Costly experimental methods are elim- 
inated. (Continued on page 345) 
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Manager of Data Processing 


THE 


The Unitray System of vertical card handling is 
the only complete system available today for use 
throughout your department. At Montgomery 
Ward, and in thousands of other Data Processing 
departments Unitray performs with ease and 
J ol -1-le B-\-e- W ololel.(-) alo) MM -tolad-1aae-leol out Motolaalol-tads 
ment of a truck, a drawer in a file, or as a combina- 
tion feeding FValo Ma -tot-th alate Mn da- tem Olalbag-Smmotolaal oli -i¢-1h 
integrates the entire department. A card handling 
brochure or survey is yours for the asking. Contact 
your nearest Wright Line branch office. 


DATA PROCESSING 
ACCESSORY 


EQUIPMENT 
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W. Joseph Littlefield 


Research Director 
Controllers Institute Research Foundation 


PON ANALYSIS of responses to a ques- 
U tionnaire circulated recently by Con- 
trollers Institute Research Foundation, it 
has become evident that many companies 
would find it advantageous to review 
their depreciation policies. A relatively 
low proportion of firms are maximizing 
their opportunities to benefit from pro- 
visions of the Tax Code of 1954, regard- 
ing accelerated depreciation. 

Responses to the questionnaire, which 
came from representatives of every major 
industry, totaled 1,325. Of those respond- 
ing, 23 per cent indicated that they are 
using the straight line on cost method of 
depreciation for tax purposes, and are 
therefore not taking advantage of the law 
permitting an accelerated form of depre- 
ciation. Of the remainder using acceler- 
ated depreciation, 45 per cent use the de- 
clining balance method (double straight 
line on declining balance), while 38 per 
cent follow the sum of the years formula 
and 17 per cent employ both methods. 


DOES CANADIAN PRACTICE POINT WAY TO REVISION OF U. S. DEPRECIATION PROVISIONS? 


Making the best of present U.S. federal allowances for 
depreciation is one thing; considering the type of changes 
which might improve these provisions is another. Many 
Americans have spoken out in favor of Canadian deprecia- 
tion practices. Joel Barlow, partner, Covington and Bur- 


ling, Washington, D. C., says: 


“Our outmoded tax depreciation structure has left us 
with a much higher obsolescence factor in industrial plants 
than that of England or West Germany, our principal com- 
petitors in world markets. A modified Canadian system or 
bracket method with realistic class rates would create the 
climate for the more rapid economic growth which we need 
to keep pace with our international competitors, including 


Russia.” 


WHAT STUDY OF CANADIAN SYSTEM DISCLOSED 
Not so long ago, the American Economic Foundation 
made public the findings of a study of the Canadian depre- 


ciation system. These were as follows: 


Se ee a ee ES 


Depreciation Allowances Not Fully Utilized 


Relatively few companies are taking full 
advantage of chances to reduce tax pay- 
ments and preserve cash by using both 
types of accelerated depreciation permitted 


The questionnaire which was sent was 
an outgrowth of inquiries by members of 
Controllers Institute as to the type of de- 
preciation used in corporate accounting 
and for P&L statements to stockholders. 
Replies showed many differences in 
policy. In what follows, these differences 
will be described in some detail and 
commented upon for their significance. 

For brevity we refer to “sum of the 
years digits” method of depreciation as 
the SOYD method, and the method using 
“double straight line on declining bal- 
ance’’ as the ‘‘declining balance’ method. 
Also for brevity we use the phrase ‘‘tax 
difference” to mean (for a single year) 
the difference in income taxes between 
using straight line depreciation and using 
one of the accelerated types of deprecia- 
tion. This appears to be common termi- 
nology, but its use herein does not imply 
that straight line depreciation is a ‘‘stand- 
ard’”’ either as a measure of the proper 
amount of depreciation or for the proper 


determination of net profit. This tax dif- 
ference may be plus or minus. 

The term ‘normalization’ is used to 
refer to the practice of charging or credit- 
ing to earnings an amount equivalent to 
the difference between the amount of in- 
come taxes on a straight line depreciation 
basis and on an accelerated depreciation 
basis, with concurrent credits or charges 
to an account on the liability side of the 
balance sheet. 


PRACTICES COMMON TO ALL 


Certain practices are common to most, 
if not all, respondents: 


1. It appears that all companies use 
the same amount of depreciation in re- 
ports to stockholders as is accrued on the 
books. 

2. Most companies find that some de- 
preciation claimed for tax purposes, and 
used in reports to stockholders, is disal- 
lowed when tax returns are audited. Thus 


“The Canadian economy is perhaps the closest parallel in 
the world to that of the United States. Both are developing 
economies, are self-sufficient to about the same extent, and 
have about the same type of population. The balance be- 
tween agriculture, the extractive industries, and manufac- 


turing 7s not quite the same, but it is a fair Ap proximation. 


“In Canada, the tax liability at actual rates, as well as the 
constant rate, varies in almost direct proportion to corporate 
profits indicating no hardship on the national treasury. 

‘At the same time, the amount of depreciation shows a 
steep and regular rise. 

“The relationship between profits and tax liability stays 
practically constant. 


“The Canadian revenue authorities were forced, in 1951 


and 1952, to raise corporate income taxes in order to pro- 
duce an effective rate of over 50 per cent but were able, in 
Spite of the large and growing depreciation allowances, to 


again reduce the rate in 1959. 
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these companies in later years found that 
some depreciation could be used for tax 
purposes which had already been de- 
ducted from earnings reported to stock- 
holders. 

3. Of course, the various accelerated 
types and rates of depreciation permitted 
by revisions of the revenue act during the 
50s can be used for tax purposes only 
for capital expenditures made subsequent 
to the revisions, and then only for certain 
types of expenditures. Thus most com- 
panies continue to use straight line de- 
preciation for assets purchased prior to 
1954. 

4, Many companies have qualified for 
fast write-offs of capital expenditures 
under the defense effort (five-year certifi- 
cates of necessity). This is a special-pur- 
pose depreciation which is usable only for 
ualified expenditures in connection with 
the defense effort. Very few certificates 
are now being authorized. Hence, we do 
not consider this as a special category for 
the purposes of this report. 


TABULATION OF ANSWERS 

Disregarding differences in practice 
mentioned above which may be common 
to all, the respondents fall into five 
groups as follows: 

Group A About 23 per cent of all 
respondents (a total of 303) use straight 
line depreciation based on cost for all 
purposes, to calculate income taxes, for 
corporate books and reports to stock- 
holders. Most of these use annual depre- 
ciation based on years of life, but 14 
companies use depreciation measured by 
production for facilities to which it is ap- 
plicable. 


Groups B, C and D These three 
groups include 75 per cent of all respond- 
ents (a total of 999) all of whom use 
one or more of the accelerated types of 
depreciation for tax purposes. Group B 
is the largest with 732, or 55 per cent of 
the total, the members of which use the 
same accelerated depreciation for all pur- 
poses. (This is the method — by 
the American Institute of Certified Public 
Accountants, in Accounting Research 
Bulletin #44.) In Group C there are only 
7 per cent of the total (89 respondents) 
who use straight line depreciation on the 
books, and carry any tax difference to 
earnings. (This method is approved by 
the AICPA only under certain rare con- 
ditions—Paragraph 8 of Bulletin #44— 
or where the amounts are not material.) 
In Group D are 13 per cent of all re- 
spondents (a total of 178) who also use 
straight line depreciation on books and 
for reports, but who follow another pro- 
cedure approved by the AICPA (Bulletin 
#44) by either (a) setting up a pro- 
vision for deferred taxes, or (b) by add- 
ing the tax difference to the depreciation 
reserve or to a special reserve; in either 
case, normalizing by charging an amount 
equal to the tax difference to earnings, so 
that net earnings will be the same as 
though the procedure of Group A were 
followed. 

Group E The practices of 2 per cent 
of the respondents (a total of-23) do not 
fall into one of the other categories, for 
reasons which in most cases are peculiar 
to their industry. 

Canadian Group In Canada depre- 
ciation on declining balance is permitted 
but at rates established by law. 





DEPRECIATION OF FACILITIES 


For years engineers have claimed that 
straight line depreciation, whether meas- 
ured by time or production, fails to offset 
the decrease in earning power of a facil- 
ity. The technical advances of the past 20 
years which obsoleted many machines 
and processes added weight to this argu- 
ment. Even though not permitted for cal- 
culating income taxes, some companies 
accrued depreciation at a faster rate on 
their books to reflect properly the de- 
crease of earning power with usage of a 
facility, and with the passage of time. 


EFFECT OF INFLATION 


As a result of inflation which followed 
World War II, it seems apparent that no 
method of depreciation will provide ade- 
quately for the recovery ot purchasing 
power invested in facilities purchased 
prior to 1960. Some form of special al- 
lowance is needed for this purpose, but 
this subject is outside the scope of this 
report. 


SELECTION OF DEPRECIATION 


The various revisions of the revenue 
act in the United States since World War 
II were an attempt to satisfy the demand 
for rates which more nearly measure the 
decrease in earning power of facilities, 
and to encourage investment in capital 
facilities. Many companies believe that 
these revisions fail to meet the need, but 
that they are better than straight line 
rates, especially considering the lives per- 
mitted. There appears to be a wide dif- 
ference in policy and practice among the 
various enterprises which sent answers to 
the questionnaire. (Cont. on page 328) 





"The pattern of capital formation in Canada shows a 
rough agreement with both the corporate profits and the tax 
liability, the principal difference being that, about the time 
that the liberalization of depreciation took place, capital 


formation began a steep upward climb. 


“There were undoubtedly other factors affecting capital 
growth and corporate taxes in Canada, but when it 1s con- 
sidered that depreciation is equal to over 50 per cent of 
corporate profits in Canada, and has been equal—on the 
average—to about 40 per cent of corporate profits in the 
United States for the past five years, the influence and im- 
pact of the depreciation deduction must be recognized as 
probably the most powerful and significant factor in both 


the tax and capital growth picture.” 


The American Economic Foundation pointed out that 
the findings on the Canadian system were based on the 
tesults of 15 years’ experience. Canada revised its deprecia- 


tion laws in 1946 and again in 1949. 


Since the close of the Korean War this country has been 
unable to reduce the corporate rate of 52 per cent. Even 
though there were statutory provisions requiring it to be re- 
duced to 47 per cent, the 52 per cent rate has been extended 


from year to year. The total effective tax rate for corpora- 


tions in this country is about 45 per cent, higher than the 
effective Canadian rate of 43.9 per cent. 

Under the Canadian system, all depreciable property is 
grouped into 17 separate and broad classes. Depreciation 
rates are assigned to each class, and these rates are applied 
across the board to everything in the class. Each rate is set 
high enough to encourage expansion and replacement. No 
attempt is made to assign a useful life to any particular ma- 
chine or other asset. 

Under the Canadian system, all machine tools, for ex- 
ample, are grouped together in a single class for tax pur- 
poses. The rate assigned this class is 20 per cent. In the 


United States, rates are as low as three per cent. 
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This is what IBM TELE-PROCESSING* means to North Amer 
can Aviation: tape-recorded accounting and engineering 
data transmitted to distant locations over microwave. 
It would take 500 people speaking over 500 telephones! 
send information as fast as IBM TELE-PROCESSING nov 
does it at North American Aviation. Pyne rock 
From the company’s Rocketdyne Division in Canoga Part Drawing 
California, magnetic tape-recorded data is sent over micro BM joinec 
wave (ultra-high frequency radio signals) to tape at the gPély to se 
Company’s Los Angeles Division 30 miles away. 


*Trademark 
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Many of those in Group A stated that 
there was too little difference between the 
amount of depreciation permitted by the 
accelerated types and straight line depre- 
ciation to make it worth while to make 
the change. Others in this group believe 
that making the change would result 
merely in a tax deferral which would not 
be significant in size. Others may have 
problems which do not make the change 
feasible; some of these problems are dis- 
cussed below under “tax accounting.” 

The position of those in Group B 
seems to be quite different. Believing that 
accelerated depreciation more nearly 
measures the decrease in earning power 
of facilities, and that lower depreciation 
later in life will be offset by higher op- 
erating costs, this group uses accelerated 
depreciation for all purposes. This prac- 
tice results in lower net income than if 
the practice of those in Groups A, C and 
D were followed; but the cash generated 
through reduced tax payments is the same 
as by the procedure followed by Groups 
C and D, and higher than for those in 
Group A. These respondents apparently 
believe that their reports properly state 
net profit. 

Those in Group C use accelerated de- 
preciation for calculating income taxes, 
but use straight line depreciation on their 
books and in reports. This means that as 
long as depreciation figured by the ac- 
celerated method is higher than straight 
line depreciation would be, the net profit 
reported will be greater than that re- 
ported by following any of the other pro- 
cedures. Some of these enterprises believe 
that depreciation calculated by the ac- 
celerated method they use will never fall 
below straight line depreciation, and 
hence that the tax reduction will continue 


to accumulate indefinitely, assuming no 
change in the tax law. 

On the other hand those in Group D 
believe, apparently, that any tax reduction 
is merely a deferred tax because they 
either set up a provision for deferred 
taxes or add the tax difference to a re- 
serve for depreciation or other reserve. 
The net profit reported by this group 
would be the same as though straight line 
depreciation were used throughout. 

Here we have various policies, and the 
question is: Can they be reconciled? Per- 
haps this question can be answered by ex- 
amination of the conditions under which 
the tax reduction is merely a relatively 
short deferment of tax, and the condi- 
tions under which the tax reduction con- 
stitutes a long-term deferment into the 
indefinite future. 


TAX DEFERRAL 
OR PERMANENT “TAX SAVING“? 


What is the difference in conditions 
under which we would have either a rela- 
tively short-term tax deferral or what may 
appear to be a permanent tax saving ? 

To answer this question we can study 
two cases, each an extreme. 

Case | If an enterprise makes a 
single large capital expenditure for a 
facility, and uses accelerated depreciation 
for tax purposes, obviously the amount of 
depreciation will be greater early in the 
life of the facility than it will be later. 
There will be a tax reduction early in life, 
which will be offset by a tax increase 
later. At the end of life of the facility, 
the total depreciation by the accelerated 
method will be the same as though 
straight line depreciation had been taken, 
and the total of taxes paid will be the 
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same by either method of depreciation, 
(Assuming, of course, no change in in. 
come tax rates.) Such a company would 
probably assume that the tax reduction in 
the early life of the facility is really g 
deferred tax, and that there is no per: 
manent tax saving. 

Case Il At the other extreme we may 
visualize a company which meets the fol. 
lowing characteristics. It has made annual 
capital expenditures of equal amount for 
facilities of the same average life. It has 
made these expenditures for a lon 
enough period so that the first facilities 
purchased are being replaced. It continues 
to replace facilities with capital expendi- 
tures (not expense expenditures). 

Assuming no detrimental change in 
the tax law, if such a company shifts 
from straight line depreciation to one of 
the accelerated forms, then as it replaces 
facilities a tax deferral will accumulate 
which during one average life will reach 
a maximum which could be as high as 8 
per cent (with a 52 per cent tax rate) of 
the total expenditures for replacing all 
facilities. 

Moreover if this company continues to 
spend the same amount for facilities each 
year then another tax deferral will ac- 
cumulate which could also be as high as 
8 per cent of capital expenditures made 
during another average life. With sum 
of years digits method, and with no sal- 
vage value, depreciation would never 
fall below depreciation calculated with 
straight line rates as long as the stated 
conditions obtain. (Declining balance de- 
preciation might in some years fall below 
straight line depreciation, partially offset- 
ting higher depreciation in early years.) 

Under these circumstances such a com- 
pany might regard the accumulated tax 
deferral as permanent. However there are 
certain eventualities to consider. If there 
is quite a significant deviation from the 
characteristics outlined above, then part 
of the tax deferral becomes due. For in- 
stance if any facility is not replaced by a 
new facility involving a new expenditure 
which is capitalized as soon as it is fully 
depreciated, then the company will start 
paying back some of the tax deferral im- 
mediately. Moreover if accelerated de- 
preciation is no longer permitted for tax 
purposes, then the accumulated tax defer- 
rals will be paid back over the average 
life of the facilities. However, the exact 
amount of the tax deferral is not known. 
The tax difference is the correct amount 
only if the company pays taxes at 52 pet 
cent of earnings before income taxes in 
later years. The tax payable in a later year 
will be higher if the company pays 4 
higher rate of taxes and lower if a lower 
rate; it could be nothing in a year in 
which a company has no taxable earnings. 

These two cases are extremes. The situ- 
ation in some companies is closer to Case 
I, while in others it is closer to Case Il. 

(Continued on page 351) 
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Magnetic memory stripes on forms 


BURROUGHS ELECTRONIC ACCOUNTING MACHINE 
PUTS ONE ADVANCED TECHNIQUE AFTER 
ANOTHER TO WORK FOR YOU 
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RANK S, CAPON, treasurer, Du Pont of 

Canada Limited, Montreal, Quebec, 
Canada, was unanimously elected presi- 
dent of Controllers Institute of America 
for 1960-1961, effective September 1, 
1960. The election took place at a meet- 
ing of the Board of Directors on June 11 
in Milwaukee, Wisc., in conjunction with 
the Institute’s 1960 Midwestern Area 
Conference held at the Schroeder Hotel. 

The new president, the first Canadian 


Roger A. Yoder 
ls New Chairman 


Frank S. Capon 
Elected President 
of Controllers Institute 


to hold this position, has been a member 
of Controllers Institute since 1947. He 
served on its Board of Directors in 1949- 
1952. He was chairman of its Joint Com- 
mittee on Controllership Research in 
1951-1952 and served on the Planning 
Committee in 1956-1959. A charter mem- 
ber and first president of the organization’s 
Montreal Control, in 1948-1949, he 
served as general chairman of the Insti- 
tute’s Northeastern Area Conference held 
in that city June 16-18. 

Born and educated in England, Mr. 
Capon came to Canada in 1930. After 
several years with the Montreal account- 
ing firm of Riddell, Stead, Graham & 
Hutchison, he joined Canadian Industries 
Limited in 1938. Starting as a clerk in 
the secretarial department, he was ad- 





of the Board of Directors 


OGER A. YODER, vice president-finance 

of Detroit Steel Corporation, Detroit, 
Michigan, was elected chairman of the 
Board of Directors of the Institute for 
1960-1961 at the meeting of the Board in 
Milwaukee on June 11. 

Mr. Yoder, who has been affiliated 
with the Institute since 1941 served as a 
director, 1955-1958 and as a regional vice 
president, 1956-1958. His committee work 
includes vice chairman of the Institute’s 
Executive Committee, 1956-1957, and 
chairman of the Planning Committee, 
1953-1955. He also served as a trustee of 
Controllership Foundation (now Con- 
trollers Institute Research Foundation), 
1958-1959; as president of the Detroit 


In connection with the 1952 Annual 
Conference of the Institute, which was 
sponsored by the Detroit Control, Mr. 
Yoder served as chairman of the Program 
Committee. 

A native of Illinois, he attended public 
schools in Decatur, Illinois, and gradu- 
ated from Millikin University in the class 
of 1928, receiving a B.S. degree in Com- 
merce and Finance. 

Following a period as specialty sales- 
man for the Northern Paper Mills, Green 
Bay, Wisconsin, he did graduate work in 
business administration at the University 
of Illinois. 

In 1932 he joined Ernst & Ernst, De- 
troit, as a staff accountant and became a 


vanced to assistant treasurer in 1946 and 
to treasurer in 1949. When the company 
was divided in 1954, he was appointed 
secretary and treasurer of Du Pont of 
Canada. He was elected a director in 1957, 

Mr. Capon, who holds a C.A. degree, is 
active in the Institute of Chartered Ac- 
countants of Quebec. He is a director of 
St. Mary’s Hospital, Montreal; a member 
of the Engineers Club of Montreal, Mount 
Bruno Golf and Country Club, and the 
Mount Royal Club. 

Mr. Capon is known to the readers of 
THE CONTROLLER for his article entitled 
“Essentials of Corporate Planning,” pub- 
lished in the May 1960 issue and for 
“Recognizing and Evaluating Profit Op- 
portunities” published in the October 
1957 issue. 


1940, he became financial and accounting 
officer of Detroit Steel Corporation, a 
basic steel producer with executive offices 
in Detroit. Here he successively served as 
comptroller, secretary-treasurer and vice 
president-finance, receiving the latter des- 
ignation in 1956. He has been a director 
of his company since 1944. 

He is a member of the American Iron 
and Steel Institute; the American Man- 





Control, 1950-1951; and as Institute certified public accountant (Michigan) in agement Association; and the American 
president, 1959-1960. 1934. Resigning from Ernst & Ernst in Institute of Certified Public Accountants. 
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VICTOR L. PERSBACKER GEORGE N. FARRAND 
Treasurer Assistant treasurer 





BURDETTE A. JOHNSON STUART W. McLAUGHLIN EDWARD M. KARRMANN 
Vice president Vice president Vice president 
Northeastern Area Eastern Area North Central Area 


STEVE H. BOMAR HERBERT F. WALTON HAROLD K. MERRILL 
Vice president Vice president Vice president 
Southern Area Midwestern Area Western Area 


J. McCALL HUGHES MADE INSTITUTE DIRECTOR AT LARGE 


J. McCALL HUGHES, executive vice president, Mutual of 
New York, New York, was made a director at large of Con- 
trollers Institute at the meeting of the Board of Directors 
held in Milwaukee, Wisc., on June 11. Mr. Hughes who 
has been a member of the Institute since 1945 served as 
chairman of the board, 1959-1960; as president, 1958- 
1959; as a national director, 1951-1954; as chairman of 
the Admissions Committee, 1950-1951; and as chairman of 
the Planning Committee, 1956-1958. In this latter capacity, 
he rendered great service to the Institute by directing 

J. MeCALL HUGHES the Planning Committee’s work on Institute Reorganization 
and Development of a Strong National Program. He also served Controllership Foun- 
dation (now Controllers Institute Research Foundation) in the following offices: Trustee, 
1952-58; vice president, 1953-1954; chairman of the Executive Committee, 1952-1954; 
and president, 1954-1956. After graduating from Brown University, Mr. Hughes spent 
five years with Bankers Trust Company, New York, and then was with Mercantile Trust 
Company, St. Louis, Mo., for four years before joining Mutual of New York in 1943 as 
administrative assistant to the executive vice president. He was appointed associate 
controller in 1944; in 1945 he was appointed controller and in 1952 became vice pres- 
ident and controller; he moved up to executive vice president in 1959. Mr. Hughes is 
active in many of the life insurance professional associations such as the Life Insurance 
Association of America, the Life Underwriters Association of New York and the Life Of- 
fice Management Association. He is also a member of the Academy of Political Science. 
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“How do you start a 
Pension Program?” 


That’s a question that seems to stop 
any number of companies that would 
like to institute some sort of retirement 
program — but just don’t know quite 
how to go about it. 

To try and help, we’ve prepared 
a new booklet called “Planning an 
Employee Retirement Program.” 


Not that we’re bankers or actuaries. 
We’re not. But over the years now we’ve 
worked so closely with so many of 
both that we do feel comfortably fa- 
miliar with the corporate problems in- 
volved. In our opinion this booklet goes 
a long way towards providing the 
right answer for any company that 
wants it. 


The booklet begins with a brief his- 
tory of pension plans, explains their 
constantly growing importance to 
American business. 


It describes the various types to 
choose from, tells about qualifying 
them for maximum tax advantages. It 
takes up the two major methods of 


| financing, has a detailed exploration of 


trusteed plans—explains the role that 
balanced portfolios can play—and the 
kind of securities that make them up. 


The booklet provides sensible ad- 
vice on long term investing, a clear-cut 
example of the power of dollar cost 
averaging, and time-tested sugges- 
tions on the next steps to take in set- 
ting up a sound retirement program 
of your own. 

If you’d like a copy, we'll be happy 
to mail one. No charge, of course. No 
obligation, either. Simply address— 


R. J. CHVAL 
Department KY-40 


Merrill Lynch, 
Pierce, Fenner & Smith 


NCORPORATED 


Members New York Stock Exchange 
and all other Principal Exchanges 


70 Pine Street, New York 5, N. Y. 
130 offices here and abroad 











Keeping Up with Explosive Growth 

















EXHIBIT | 
x AMERICAN FOODS, INC. 
DRIVERS TRIP LOG RECORD 
Truck #62 DALLAS 
TRIP RECORD TOTALS TO OATE 
pats Trp om) OUSTINA TION | Cozens | micas ] TRUCK I ORiver I Truck If ORivan | rorau 
MAY 3059 1,768 KANSAS CITY 1,100.00 2 503 
ST. JOSEPH ,MO. 1,200.00 1 52 
SPRINGFIELD, MO. 1,800.00 1 227 
DALLAS 430 303.00 119.33+2 2,441.82 758.16 3,199.98 





EXHIBIT Il 










TRIP LOG 
AMBRICAN FOODS, INC. 


Truck's Base Lb zt 
5, LKSZ 
LN Cece 


Trip Me. LZé SF 


Date Returned ae 30, RESP 
Truck Ne. 2a 








Date ef Departure 





Name ef Driver 











TOTAL DOZENS AoB 








Driver's Cemments en trip: 

we ZA 

LE wile hedid. aay whee deri, 
A a 4 


ACCOUNTING DATA 
Drivers Wages: 
Bosens 2277) +282 2050 X .005¢ « $ LZ 
Total Beok Miles ae X Drivers Rate $ 099 me LOY OL 
Amount due driver for trip.......$ //f7 33 






at, 


























Truck Lease Cost: 











Total Book Miles Lela. % Lessers Rate $ ef Py 3I2OO 
TOPAD COSTS WP TREE obs 6d0b.cssceane Leaiuntns 
TOTAL COST OF TRIP 422 32 __% TOTAL DOZENS DELIVERED “70 $ Jog 
Delivered Cest per 
Deses 





1/15/59 AFI 207 
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N LITTLE MORE THAN a year of opera- 
tion, we have grown from a small 45- 
employe firm to a 240-employe business, 
says D. H. Meenach, president of American 
Foods, Inc., Dallas, Texas. We now have 
plants in Dallas and Atlanta. We have 
expanded the facilities of both plants 
several times and are at present again en- 
larging the Dallas plant. 

Our production capacity has doubled 
in the last six months. Sales for our first 
quarter averaged $120,000 a month. Now, 
they are well above the $600,000-a-month 
mark. 

During this lightning-like growth we 
constantly revissd our accounting methods, 
Month after month the current method 
would become obsolete. We were not 
keeping up to date. Statistical information 
and sales reports were never completed in 
time to offer any assistance to manage- 
ment. No one knew which customers were 
placing large orders or which ones were 
paying their bills promptly. This was not 
the fault of anyone, but rather the inabil- 
ity to push pencils fast enough to keep 
pace with our expansion. 

As this problem became more acute, we 
were advised by our accounting firm to 
investigate the possibilities of machine ac- 
counting. 

At their suggestion we studied the 
equipment and systems available to fit 
our needs and decided to purchase a Bur- 
roughs Typing Sensimatic Accounting 
Machine. Within a short time one opefa- 
tor was handling our entire general ac- 
counting function on this machine. In 
tact, she became so efficient that we were 
able to expand her duties until she now 
supplies complete figure information on 
every facet of our business. 

The operator now prepares all the re- 
ports for accounts payable, including check 
writing, accounts receivable, payroll and 
payroll reports, 941A’s and W2’s, and 
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EXHIBIT Ill 





CHANCELLOR ROW SUPER MET. 





AMERICAN FOODS, INC. 


Customer 


CHANCELLOR ROW SUPER MET. 





ACCOUNTS RECEIVABLE LEDGER 


Address__10500 CHANCBLLOR ROW 








City ond State__DALLAS, TBXAS 








TOTALS-TO.DATE-IN-DOZENS 


PROOUCTS-SOLD-IN-DOZENS 


ACCOUNT-IN-DOLLARS 








TOWN 








sales analysis reports for daily, weekly, 
monthly and yearly sales, and the account- 
ing work for our Credit Union. 

When we receive an order from a cus- 
tomer we immediately prepare a driver's 
trip log (Exhibit I) filling in all informa- 
tion pertinent to the shipment. From this 
a customer's invoice for each stop is noted 
on the trip log (Exhibit II). These in- 
voices are then dispatched along with the 
trip log to the warehouse, and the driver 
is ready to make his deliveries. 

When the driver completes the trip he 
returns the signed invoices and trip log 
to the office and the accounting machine 
operator transfers the information to the 
driver’s record. To accomplish this she 
places the record in the machine, indexes 
the trip number, types in the destination, 
indexes the products delivered, miles per 
destination, calculated truck lease cost, 
and the driver's wages. The machine auto- 
matically prints this information on the 
record and dates it. 

The operator then selects another pro- 
gram on the machine, which automatically 
updates the individual year-to-date totals 
for the truck plus the combined total costs 
for delivering the order. 

The purchase order, copy of the invoice 
and trip log are attached together to up- 
date customer's accounts receivable rec- 
ords. 


TOTAL | SWEETMILK | BUTTERMILK | CORNMEAL | CHEESE | oe | SWEETMILK | 8. Mm. | CORN | CHEESE | CHARGES | CREDITS | BALANCE 
3,500 1,000 2,000 300 200 AUG 2159 CIN 44,788 1,000 2,000 300 200 8040.45+ 8,040.458 
8,300 3,000 4,000 800 500 AUG 2259 KAN 44,789 2,000 2,000 500 300 10,050.21+ 18,090.66 

35 20 10 3 2 MB2TH CIN 244 20 10 3 2 479.00 = 17,611.66 
AUG 26CS 108 8,040.45- 9,571.21¢ 
8,265 2,980 3,990 797 498 ME 2659 





EXHIBIT IV 





AMERICAN 


10 | Account Receivable Belence 


Accounts Peyable Belence-Tote! 





Updating accounts receivable records 
(Exhibit III) is as simple to prepare as 
was the driver’s record. The operator 
places the ledger into the machine carriage 
and types from the invoice, the destina- 
tion, indexes the reference number, doz- 
ens per product delivered per destination, 
returned dozens (which are printed in 


EXHIBIT V 


DAILY REPORT 






FOODS, INC. 
f 4:59 


Dote 





ATLANTA DALLAS 


red), charges and credits. The machine 
automatically prints the date, as before, 
as well as the indexed amounts and then 
automatically extends and prints the bal- 
ance owed by the customer. The machine 
then prints the total dozens per product 
delivered to date, and a proof figure. This 
proof figure proves the accuracy of every 





WEEKLY SALES REPORT 


Americon Poods, Inc. 





























6000 90 3,910 9,050 








12,000 93 11,907 13,957 2300 6 2292 


From: (Deve) AUGUST 17, 1959 Te: (Dee) AUGUST 21, 1959 

SWEETMILK T BUTTERMILK ae ~CORMMEALSSCS L CHEESE J TOTAL DOZENS 

NAME OF CUSTOMER t + 7 aan er 
_[ Seles] Renwne | Mot Seles | Youre Dew | Seles | Returns | Net Seles | You Ouw | Seles | Reruns | Net Seles | You Our | Seles | Retwns | Net Seles | Yoor w Deve| Wook | tenth Yoor t Deve 
WILLER SUPER MARKETS 3,000 20 862,980 2980 4,000 10 3,990 3,990 e200 3 797 797 500 2 49e 498 8265 a265 265 
AOSS SUPER MARKETS 2,000 10 1,990 1,990 000 5 2,995 2,995 700 2 699 699 400 4co 400 6,084 6084 6004 
F.C. STORES IMC, 1,000 40 960 1,100 000 78 4,922 4972 800 . 796 1,296 600 . see 1,596 7,274 12,984 2.964 

- 
a — _ - —_— - 

——— aeiecnall —_ — NE a 








1, 300 1,494 2,992 21,60 


27,23 


‘3, 308 
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aehis 
Machine 
eee otarted a 
Revolution 


It’s called the Friden Programatic Flexowriter. Here it is being used to write 
sales orders. After inserting a pre-punched card in the reader, the operator 
touches a key. The machine writes in the entire heading at a speed of 100 
words per minute, pausing only to let the operator insert the date. 

Next, the girl inserts a card for the first line item on the order. She enters the 
quantity, and the machine completes the line while she selects the next card. 
As it writes, the machine automatically punches selected information into a 
paper tape. Later, this tape can be used in any of three ways: 1) Run back 
through the Flexowriter to produce a complete written summary of orders, 
2) Fed into a Friden Computyper to prepare invoices automatically, 3) Fed into 
a card punch to prepare a tab card for each order. (Or, when required, the 
Flexowriter itself can directly control tab card punching.) 

Blue sky? Not on your life. This new system of document writing is working 
beautifully in hundreds of offices here and abroad. Your Friden Systems Man 
can give you the full story. Or write: Friden, Inc., San Leandro, California. 
THIS IS PRACTIMATION: automation at the source of the data, automation 
so hand-in-hand with practicality there can be no other word for it. 


rriden 


SALES, SERVICE AND INSTRUCTION THROUGHOUT THE U.S. AND THE WORLD’ 


© 1960 Friven, inc. 
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posting, for if an error should occur, the 
machine will detect and print it. 

Preparation of sales analysis reports has 
become a simple operation with the aid 
of the previously —— ledgers. In 
fact, it 1s simply a job of copying the 
daily total onto a daily report, (Exhibit 
IV) then transferring customer's sales to 
a weekly report (Exhibit V) which in. 
cludes month and year to date totals of 
dozens delivered and returned, sales in 
dollars, and sales by product. 

Payroll and accounts payable are han- 
dled with similar ease and speed. Related 
records, all computations and much of the 
work are automatic. On ae. for ex- 
ample, the employe’s check, statement of 
earnings, earnings history ledger, and 
payroll journal are prepared simultane. 
ously. 

We don’t know how much more we can 
assign to this machine. However, we are 
constantly required to increase our staff, 
our facilities, our efficiency, and our line 
of products. Every increase requires addi- 
tional information for management's re- 
sponsibilities and our present accounting 
system will continue to provide this in- 
formation. 


Processing of Daily Orders 
(Continued from page 320) 


4. Ledger covering our largest asset, 
electric cabinets—This ledger is run 
quarterly showing, by equipment num- 
ber, the value and location of all equip- 
ment, cabinets and compressors. 

5. Activity file showing location, by 
store, of all electric cabinets. 

6. Complete customer mailing list file. 

7. Accounts payable and expense dis- 
tribution, as well as central payment of 
all vendors’ invoices. 

8. Trial balance for preparation of 
financial statements. 


Newer and faster machines will even- 
tually speed and simplify our present 
procedures. Plans call for a 4,000-word 
drum and high-speed punch to be in- 
stalled on the 650 in November 1960. 
This will provide a greater degree of 
pricing flexibility. By late 1961 or early 
1962, a 7070 data-processing center 1s 
to be set up which will enable data proc- 
essing for several additional divisions at 
one location. Perhaps most important of 
all, these improvements will furnish 
management with the reports necessaty 
for proper decision-making in a fraction 
of the present time. 





DISTRIBUTION COST ACCOUNTING 
by F. M. EISNER, C.P.A. 


Describes in detail a complete and thoroughly 
tested system—from original sources to prepara: 
tion of statements for cost reduction and pet 
formance controls—reveals weak spots in major 
areas, such as: labor, inventory, salesmen's costs, 
sales mixture, factory and marketing expenses, 
small orders, office salaries, equipment utilization, 
returned goods, credits, etc. 554 pp. $12.50. Charles 
M. Eisner, 70 Linda Ave., White Plains, New York. 
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D 
Sen Grancisce, Calif. 


TOP RIGHT 


The Executive Committee for the 29th 
Annual Conference of Controllers Insti- 
tute meets as plans round into shape. 
Members of the San Francisco Control, 
which is sponsoring the Conference to be 
held October 22-26, are (left to right 
seated): Roy N. Dreiman, vice chairman ; 
John J. Hartmann, Housing; James N. 
Kirkwood, Reception (vice chairman) ; 
Thomas W. Parham, Arrangements; 
Leonard K. Beckers, Industry Round 
Tables; Robert W. Johnson, secretary. 

(Standing left to right) W. T. Mc- 
Gillivray, Inter-Control Attendance; 
Glenn K. Mowry, Ladies Hospitality ; 
Duncan I. McFadden, Program; W. R. 
Thomas, vice chairman; Stanley B. Mur- 
ray, general chairman; H. Douglas Hol- 
comb, Ladies Hospitality (vice chair- 
man); J. Philip Nathan, Finance; and 
David K. Ellison (not a member) filling 
in for Howard Leif, Registration. 

Others on the Committee not present 
for the picture include John K. Griffin, 
Publicity; John R. Lavinder, Business 
Show; Kenneth R. Rickey, Reception; 
and John A. Braun, Speakers Hospitality. 


Philadelphia, Pa. 


“Certificates of Appreciation’”’ were pre- 
sented to past presidents of the Philadel- 
phia Control of Controllers Institute at 
the 25th anniversary celebration held at 
the Philadelphia Country Club on June 3. 





Receiving his certificate is (second 
from left) Daniel H. Schultz who was 
ptesident of the Philadelphia Control, 
1937-38. Presenting the certificate (sec- 
ond from the right) is Institute President 
Roger A. Yoder, vice president-Finance, 
Detroit Steel Corporation. Watching the 
Ptesentation are J. McCall Hughes (/eft), 
chairman of the Board of CIA and ex- 
ecutive vice president, Mutual of New 





Lf LONG SHOTS & CLOSEUPS WITH THE CONTROLLER CAMERA 








York; Edward M. Blanchard (center), 
president of the Philadelphia Control, 
1959-60, and treasurer, Arcos Corpora- 
tion; and (right) Joseph F. Di Fulgo, 
president-elect of the Control, 1960-61, 
comptroller, Luria Brothers & Company, 
Inc. 
RIGHT CENTER 


Thirteen of the past presidents and 
their wives at the Country Club dinner. 


Milwaukee % Wiac. 
LOWER RIGHT 
Participants at the recent North Cen- 
tral Area Conference of Controllers Insti- 
tute compare notes during the afternoon 
coffee break. On the left is W. Joseph 
Littlefield, research director of Control- 


UL Ae 





lers Institute Research Foundation, who 
spoke on “The Controller's Relation with 
Other Departments.’ In the center is 
Roger A. Yoder, president of Controllers 
Institute, and on the right is Claude W. 
Hupp, a director of Region VI and con- 
troller, Glenmore Distilleries Company, 
who presided at the session at which Mr. 
Littlefield spoke. 
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CIA North Central Area 
Conference High Spots: 


¢ Sure Yardsticks of Executive Performance 


* Controller’s Role in Uncovering Problems 


¢ New Use of EDP in Operations Research 


ONTROLLERSHIP lore was augmented 
* significantly at the Bluegrass (North 
Central Area) Conference of Control- 
lers Institute of America, held May 22-24 
in the Kentucky Hotel, Louisville, Ken- 
tucky. Subjects taken up by the speakers 
at technical sessions ranged from execu- 
tive appraisals and operations research to 
the controller's relations with other de- 
partments. There were also two work-ses- 
sion seminars on “Cost Control and Bud- 
get” and “Long-Term Planning.” The 
gathering was sponsored by the Insti- 
tute’s Louisville Control. 


HOW TO MEASURE 
EXECUTIVES’ WORK 

Scoring excessive reliance on intangi- 
bles when appraising executive perform- 
ance, John O. Tomb, principal in Mc- 
Kinsey & Company, Inc., Chicago, urged 
the adoption of “‘practical, realistic and 
tangible” yardsticks which truly reflect 
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the individual’s continuing contributions 
and provide an equitable basis for incen- 
tive compensation. 

“Intangible factors like ability to plan, 
to make decisions, to organize current 
operations, and so forth, have received 
entirely too much consideration in devis- 
ing performance appraisal programs, ” 
Mr. Tomb declared. ‘They are susceptible 
to wide swings in interpretation, de- 
pending on the individual who does the 
rating and on his own personal set of 
values. Furthermore, the characteristics 
that often lead to a low rating on some of 
these intangible factors may, in fact, be 
the very traits that produce unusual suc- 
cess. 

“T have in mind the chairman of a 
large corporation who is extremely poor 
at long-range planning, but who has an 
unusual knack for making highly intui- 
tive—even impulsive—decisions that have 
led to extremely profitable results. The 
president of another company operates a 
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AT THE BANQUET HEAD TABLE are (left to 
right): Maurice E. Griffin, director Region V; Rey. 
erend Board, invocator; Marion M. Johnson, gen- 
eral chairman of the Conference; Roger A. Yoder, 
president of Controllers Institute; Dr. Laurence 
Hall, banquet speaker; Edward H. Eaton, Areg 
vice president and presiding officer at the ban. 
quet; James L. Peirce, past president of CIA; Pay] 
Haase, managing director, CIA; C. K. McCracken 
director Region VI; Claude W. Hupp, director 
Region VI; and Eugene R. Heiles, director Region V, 


one-man show of the worst kind, but 
possesses rather unique personal-leader. 
ship and _ product-development skills 
which have generated outstanding profit 
results. A third top executive has a gen- 
eral reputation for almost complete lack 
of emotional stability. But he is highly 
resourceful and intuitive, both in terms 
of share of the market and profit im- 
provement.” 

Inadequate appraisals penalize both 
the executive and the company, the 
speaker pointed out, citing cases where 
three or four executives in the same or- 
ganization receive identical compensation, 
although one may contribute much more 
—or much less—than the others. In 
other words, management treats men who 
are quite unequal in performance as if 
they all are doing an equally good job. 
Many incentive compensation plans, he 
added, fall short of their objective. ‘'In- 
centive payments move up,’ Mr. Tomb 
explained, “they never move down. Yet 
this is not the way in which the perform- 
ance of people actually moves. Some 
executives ‘peak out’ earlier than others. 
Some even begin to lose ground, in 
terms of comparative performance. Yet 
many companies continue to reward them 
as if they still were at their peak level 
of performance.” 

As a solution, Mr. Tomb recom- 
mended that each executive—as part of 
the annual planning process—write down 
specific steps that he intends to take dur- 
ing the year to help accomplish the over- 
all sales and profit goals. In effect, he 
will be setting up his own “‘action pro- 
grams” which, in turn, can be used as 
tangible yardsticks against which his per- 
formance can be measured. 

“This approach establishes a specific 
basis for measuring performance,” Mr. 
Tomb concluded. “By the time appraisals 
are made, the planned action either has 
been taken or it hasn’t, so there isn't 
much room for disagreement. In addi- 
tion, this method focuses attention on the 
things that need doing if the company is 
to attain management's short-term and 
long-term objectives.” 


SEEKING OUT HIDDEN PROBLEMS 


How the controller can help other de- 
partments by bringing his analytical tal- 
ents to bear on their problems was out- 
lined by W. Joseph Littlefield, research 
director, Controllers Institute Research 


Foundation. “This particular function of 
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cntrollership has two aspects,” he said. 
“One is to solve problems brought to it 
by management, and the other is to iden- 
tify problems which management has not 
yet ound. When the production people 
decide they want to expand a plant or 
build a new one, they call on the con- 
troller for a financial analysis of the 
roject. 

“But the highest exercise of modern 
cntrollership is to identify the hidden 
problems of operation. The unrecognized 
problem can eat at the vitals of opera- 
tions until serious damage occurs. Once 
identified, it is possible to solve the prob- 
lem and point the way to decision. 

“How does the controller go about 
finding the unformulated problem? There 
ate the obvious methods of comparing 
operations with a standard—comparing 
siles and earnings with the profit plan; 
measuring the return on investment, and 
the trends of sales, earnings and return 
on investment. However, one of the 
most profitable fields is in areas where no 
decision has been made, as might be the 
case in a division where the sales and 
earnings remain fairly stable. Does the 
manager pass up the long profit because 
he fears he might make a mistake? Here 
is a void in modern business control, the 
control of errors of omission.” 

Discerning such errors and helping to 
correct them, the speaker indicated, re- 
quires not only tact and persuasiveness 
but also an understanding of the per- 
sonalities involved. ““You cannot change 
human nature,’ he commented, “‘but you 
can learn to know your people.” 


EDP FOR OPERATIONS RESEARCH 


Speaking on ‘‘Advanced Office Auto- 
mation,” R. Hunt Brown, president, Au- 
tomation Consultants, Inc., New York, 
discussed the application of scientific 
management to the new tools and meth- 
ods of electronic data processing. ‘“This 
inevitably leads us,” he said, ‘‘to the sub- 
ject of operations research, which is sav- 
ing large sums for the companies which 
employ it. 

“One of the most common problems 
of modern big business applies to manu- 
facturing-distributing companies. What 
is the optimum location of factories, 
warehouses and sales offices to operate 
with a minimum of expense? As early 
as 1955, two such problems had been 
successfully run on the IBM 701. One 


AT THE OPENING LUNCHEON presidents of Con- 
trols from the North Central Area were seated at 
the head table (left to right): Louis T. Huser (Cin- 
cinnati Control); Albert G. Nelson (Fort Wayne); 
?. G. McAusland (Cleveland); Joseph J. Schofield 
Detroit). Then Paul Haase, Edward H. Eaton, Dean 
Robert C. Ernst, speaker at the luncheon, James J. 
Cone, president, Louisville Control, Roger Yoder, 
“ames L. Peirce; followed by presidents again— 
Edward T. Fitch (Pittsburgh); Reverend Bowldrick, 
the invocator; Irving L. Lau (Dayton); Harold B. 
“ackson Toledo); Arthur G. Green (Columbus) 
and Roy T. Dilley (Indianapolis). 





AT THE ANNUAL MEETING OF MEMBERS, which 
took place during the course of the meeting in 
Louisville, the Institute president, Roger A. Yoder, 
told the members what the Institute has been 
doing. A highlight of this meeting was the elec- 
tion of new Institute directors. On the rostrum 
(left to right) are Roy T. Dilley, inspector of Elec- 
tion; Maurice E. Griffin, newly elected CIA direc- 
tor; Joseph J. Schofield, general chairman of the 


was by Rayco, maker of automobile seat 
covers and accessories, with a formula of 
37 variables to determine optimum loca- 
tions of sales offices and also the fore- 
casting of sales. Another was by Shell 
Oil, to minimize transportation costs 
from four storage points to 51 destina- 
tions. After formulating the problems 
and programming the computer, a but- 
ton was pushed, and in ten minutes the 
answer was automatically printed out for 
260,000 stock items.” 


CAREERS OUTSIDE CONTROLLERSHIP 


For those who seek careers outside 
controllership, Hamilton Shea, president, 
Shenandoah Valley Broadcasting, Inc., 
Harrisonville, Va., recommended a range 
of possibilities which included (1) an 
operating job or top executive post in 





1961 North Central Conference; P. Gordon Mc- 
Ausland, proxy holder; Edward T. Fitch, proxy 
holder; Edward H. Eaton, Area vice president; 
Roger A. Yoder; Paul Haase; James L. Peirce, 
chairman, Nominations Committee; Albert G. Nel- 
son, inspector of Election; Irving L. Lau, inspector 
of Election; Robert J. Landolt, chairman, Commit- 
tee on Federal Taxation; and Leon A. Ridgway, 
chairman, Committee on State and Local Taxation. 


one’s present company or another firm; 
(2) the practice of certified public ac- 
counting; (3) management engineering; 
(4) teaching; (5) government work 
and, (6) a business of one’s own. 

“No other corporate responsibility can 
so fully give the experience and knowl- 
edge of how businesses work as does the 
control function,’ Mr. Shea observed. 
‘As a budgeter, the controller is familiar 
with the prospects for sales; with the 
kind of sales organization and the type of 
promotional effort needed to reach sales 
goals. He knows all the elements of pro- 
duction. And, of course, he knows how 
to manage a department. “At our com- 
pany, we have been successful in pro- 
moting men with a good potential and 
sound financial background into opera- 
tion positions. 

‘Public accounting has advanced to a 
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point where it contains many of the ele- 
ments of a business counseling service. It 
is in this respect that the controller may 
make his greatest contribution. For those 
who have the qualifications, teaching rep- 
resents a unique opportunity. A con- 
troller should make a good teacher; he 
has experience studying facts and then 
reporting them to others.” 

Controllers are in a particularly favor- 
able position when it comes to starting 
their own businesses, the speaker added, 
because people with money to invest look 
for a background in business manage- 
ment. 


COST CONTROL & BUDGET SEMINAR 

Frederick Stamm, distinguished pro- 
fessor of finance, University of Louis- 
ville, presided at the work-session semi- 
nar on “Cost Control and Budget.’ The 
speakers, who described their companies’ 
methods, were W. A. Crichley, controller, 
Diamond Alkali Company, Cleveland; 
A. W. Hughes, comptroller, Rheem 
Manufacturing Company, New York, 
and Charles P. Reynolds, Jr., vice presi- 
dent, Trailmobile, Inc., Cincinnati. 


Crichley: 


Discussing cost control through stand- 
ard costs, Mr. Crichley stressed the 
importance of operating personnel par- 
ticipation in designing the system. “To 
be good,” he explained, “a standard cost 
system must be designed with the aid of 
operating people, not just for them. It 
must be understood by plant operating 
and management people, and must be 
accepted and backed up by management 
as a vital part of standard operating pro- 
cedures. It must be definitive, i.e., cover 
an area for which one person is respon- 
sible. 

“Operating people helped us design 
our cost system by telling us what in- 
formation they really needed and the 
language they use to identify the process. 
There is no logic in having the cost 
sheets show efficiencies on a gallon basis 
if the operating man uses pounds. In 


THE NORTH CENTRAL AREA OPERATIONS COM- 
MITTEE met in conjunction with the Conference 
sponsored by the Louisville Control. Pictured 
above are the Control presidents (including some 
newly elected presidents who will serve in 1960- 
1961), Institute directors and officers who comprise 
the Area Operations Committee. 


short, cost statements should speak the 
operating man’s language. We make 
sure that operating people thoroughly 
understand the underlying philosophies 
of cost accounting. We make sure the 
cost statements are used, and insist upon 
timeliness and accuracy. We put teeth 
into the system. 

“We get the most mileage in this area 
by our monthly cost meetings at the 
plants, where the plant manager, the 
plant accountant, the departmental super- 
visors and the plant engineers go over 
the cost statements. At these meetings the 
departmental supervisors explain all ma- 
jor variances. The engineers in attend- 
ance help with the explanation. More 
importantly, they point out what steps 
should be taken to prevent a recurrence 
of the waste or overage. These meetings 
probably have done more to achieve max- 
imum benefits, not only of standard costs, 
but as a means of communicating team 
spirit, than any other factor.” 


Reynolds 


At Trailmobile, Mr. Reynolds re- 
ported, Manufacturing “‘sells” its prod- 
uct to the home office, which adds a 
mark-on and in turn ‘“‘sells’’ it to the 
branches. The system measures the contri- 
butions of the three functions and also 
provides for a three-way split. “Each of 
our manufacturing plants sells its prod- 
ucts to the home office at a production 
sales value determined by adding an arbi- 
trary mark-up of 10 per cent to standard 
cost,” he explained. “By using standard 
cost as a base, the plant’s price becomes a 
function of productivity; the standards in 
the plant mean something as a source of 
income, and all the plant variances neces- 
sarily come out of profit. 

“In order to give the plants relief dur- 
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ing periods when their backlogs do not 
enable them to work at normal produc- 
tion levels, we allow a Volume Stabiliza- 
tion Allowance which reduces their un- 
absorbed burden to the extent that they 
are unable to absorb their fixed overhead 
due to low production. This factor in the 
plant operation becomes an added cost to 
the home office.” 

The home office sells the product to 
the individual branches at wholesale. It 
can regulate the flow of business by te- 
serving the right to approve orders be. 
fore acceptance; it can also offer conces- 
sions to the branches in order to stimulate 
business. The branch pays its own com- 
missions and operating expenses, com- 
bining its profit on sales with that on 
service operations. 

“The total gross profit to the com- 
pany,’ the speaker observed, “‘is the sum 
of the plant profits, the home office profit 
and the branch profit. This plan provides 
a structure of operations measurement 
that is compatible with decentralization 
and expansion. It is useful in assigning 
responsibility for profits by function, and 
it more clearly defines and measures the 
contribution of such functions to over-all 
profits.” 


LONG-TERM PLANNING SEMINAR 


The work-sessions seminar on “‘Long- 
Term Planning’ was conducted by 
Woodrow Strickler, executive vice presi- 
dent of University of Louisville. The 
speakers were E. M. Karrmann, treasurer 
and controller, American United Life In- 
surance Company, Indianapolis; James F. 
Lillis, vice president and comptroller of 
International Telephone and Telegraph 
Company, New York; and Paul L. Smith, 
secretary and treasurer, The Bullard Com- 
pany, Bridgeport, Conn. 


Karrmann: 


The inside directors of his company 
do its long-term planning, Mr. Karrmann 
told the audience, and their suggestions 
are recommended to the board for con- 
sideration. The answers to three ques 
tions, he said, provide the basis for plan- 
ning: (1) What can our industry be e- 
pected to do during the next ten years? 
(2) Should our company try to stay even 
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or improve our position in the industry? 
(3) How can these objectives be at- 
tained? Charts were prepared, showing 
the industry's progress and projected 
rowth, as well as what could be expected 
in the way of business and income if the 
company’s rate of growth exceeded the 
industry average. 

“We furnished each department head 
with a copy of these charts,” Mr. Karr- 
mann said, “‘and requested a list of his 

rsonnel needs during the next ten 
yeats, based on the objectives indicated. 
The secretary of the company then as- 
sembled all these data to give the execu- 
tive staff an idea of how many more 
agents and home office staff persons 
would be required in that period, giving 
effect to retirements and resignations. It 
was the controller's job to translate these 
personnel requirements into the physical 
facilities which would be needed and to 
forecast the effect of the company’s posi- 
tion from year to year.” 


Smith: 


Product development is a key factor in 
planning for growth at the Bullard Com- 
pany, Mr. Smith declared. New lines 
have been added, and a foreign subsid- 
iary established in Switzerland. A long- 
term marketing plan and a diversification 
program are also included, and the com- 
pany has made adequate profitability a 
long-range objective. 

“Over a period of years,” the speaker 
said, ‘we believe we should strive to earn 
anet 15 per cent on our book equity. The 
attainment of this goal, of course, is de- 
pendent to a large degree on our success 
with the two major goals already men- 
tioned. However, we have also made 
some specific long-term plans in this area. 
One is pricing policy, involving a markup 
factor on unit product variable costs suffi- 
cient to cover the average period costs 
and our desired margin of profit. Another 
long-term plan to achieve desired profit- 
ability has been establishment of a prod- 
uct analysis group.” 


INDUSTRY LAGS IN ISOTOPE USE 


A plea for wider use of radio isotopes 
for industrial research was voiced by the 
luncheon speaker on the opening day— 
Dr. Robert C. Ernst, dean, Speed Scien- 
tific School, University of Louisville. 
“The use of isotopes,” he said, “is the 
most promising of all the peaceful uses 
of atomic energy at this time. In the early 
Sixties, industry will be able to save 
over $1 billion annually through their 
use. Industry is far behind medicine, uni- 
Versities and experimental laboratories in 
utilizing this technique.” 

_ Some of the uses now being made of 
isotopes in industry, Dr. Ernst said, in- 
clude moisture determination of products 
in production lines; thickness gages for 








measuring sheets and coatings; tracing of 
flow in pipelines and other equipment; 
leak detection; pollution control; de- 
termination of friction and wear of parts 
in engine design, and measuring wear on 
cutting tools. 

George B. “Brownie” Leach, publicity 
director of Churchill Downs, recounted 
the history of the famous track at the 
Tuesday luncheon. The guest speaker at 
the banquet was Dr. Laurence H. Hall, 
rector of St. Paul’s Episcopal Church, 
East Cleveland, Ohio. His subject was 
“Humor, a Business Asset.’ Edward H. 
Eaton, treasurer, Pittsburgh Plate Glass 
Company, presided. 

Others who presided at sessions and 
functions included, in their order of ap- 
pearance: Joseph J. Schofield, vice presi- 
dent and controller, Dura Corporation, 
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THE CLOSING SESSION OF THE CONFERENCE 
featured two concurrent work-session seminars, 
one on Cost Control and Budget and the other 
on Long-Term Planning. The Institute members 
who spoke at the latter session are (left to right): 
E. M. Karrmann, James F. Lillis; (non member) 
Woodrow Strickler (presiding); and Paul L. Smith. 


Oak Park, Mich.; James J. Cone, man- 
ager-finance, General Electric Company, 
Louisville; C. K. McCracken, vice presi- 
dent, corporate affairs, the Procter & 
Gamble Company, Cincinnati; Claude 
W. Hupp, controller, Glenmore Distill- 
eries Company, Louisville; Paul R. Lang- 
don, manager, finance and accounting, 
Battelle Memorial Institute, Columbus, 
and Marion M. Johnson, vice president, 
Brown Forman Distillers Corporation, 
Louisville, who was general chairman of 
the Conference. 
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N ADMINISTRATIVE REVOLUTION is on 
A the way for American business—and 
high time says T. A. Smith, executive vice 
president of RCA Industrial Electronic 
Products. While the nation’s productive 
machinery responded to the explosive 
growth of the economy with new ma- 
chines, techniques and operating patterns, 
the clerical side has done little more 
than add more hands to handle more 
work, said the author in a recent issue of 
Management and Business Automation. 

Top management has never given the 
clerical operations the same attention and 
expenditure of resources that it has the 
production processes, he observes. The 


How to EXPAND 
Clerical Controls 
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TYPING 
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Organizational Changes Coming with IDP 


ratio of factory workers to clerical help 
was around 20 to 1 some 50 years ago; 
12 to 1 by 1930; and today is 8 to 1. 
The corporate framework has become 
highly specialized by function, with each 
accumulating its own set of data, together 
with accompanying personnel to maintain 
and update the information on the basis 
of convenience. Few businesses have at- 
tempted to relieve specialized functions 
within their operations of clerical detail. 
This has led to multiple clerks, multiple 
and duplicating decision-making activity. 
The electronic data-processing systems 
installed to alleviate the problem are, for 
the most part, still serving these func- 


Today, there’s no reason for any com- 
pany to pass up the speed, savings and 
accurate business controls made possible 
by clerical automation. 

STATISTICAL’s low-cost data- 
processing service makes the advantages 
of automatic techniques available to 
any company—large or small. 

If you do not have tabulating equip- 
ment, STATISTICAL provides the 
methods, manpower and machines to 
process the reports you need on a pay- 
as-used basis. This gives you all the 
benefits of electronic data-processing 
without the expense of installing more 
equipment and hiring extra help. 

For companies with tab departments, 
STATISTICAL can help save time and 
money on overloads and special assign- 
ments, and supply computer service 
to tie in with conventional equipment 
for still greater economies. This computer 
service is also available for initial 
programming, for overloads or for 
continuing work that does not warrant 
your own installation. 





Ask for brochures covering 
these specific services: 

* Computer Service 
* Sales Analysis 
Inventories 
Accounts Receivable and Payable 
General Accounting 
Production Planning 
Payroll 
Insurance Accounting 
Association Statistics 
Market Research Tabulations 
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tions—they have been equated with q 
specific job and so justified. It usually 
means that an electronic file has replaced 
a paper file. While they handle masses of 
data more rapidly and at lower cost 
speed up data availability and greatly im. 
prove business operations, cross indexing 
of information between functions has not 
been fully implemented. 

A major opportunity to derive the 
benefits of electronics in a broader and 
more effective manner exists in com. 
bining new applications of electronic de. 
vices and communications, together with 
analytical tools made possible by the 
lightning-like speed of electronics. More 
and more consideration is being given to 
the use of EDP as an over-all business 
control device, freed of functional limita- 
tions, and to the new techniques which 
can be applied under these circum. 
stances. 

“From an organization standpoint, we 
can expect to see—in fact it is imperative 
that we see—administrative vice presi- 
dents in charge of our paper-producing 
activity,’ says Mr. Smith. “Their function 
and responsibility will be to provide to 
every phase and level of management that 
information which they require to per- 
form their duties. 

“Under this administrative vice presi- 
dent we can expect to see skilled paper- 
handling departments, both manual! and 
electronic, systems groups and operations 
research or planning groups. The admin- 
istrator will see to the development and 
creation of the rules for processing data 
so that such processing will lead to the 
conservation of resources within the 
business. He will translate business ob- 
jectives into system checks and balances 
so designed to warn management when 
objectives are not being achieved—or 
even appear to be falling short. He will 
develop, to the fullest, the interchange- 
ability of business information and at all 
times work to anticipate the requirements 
of the company for information.” 

This method, integrated data process- 
ing, is predicated upon capturing data at 
the source, breaking down internal data 
flow barriers and rechanneling informa- 
tion through an EDP system coupled 
with communications. The computer acts 
as a giant filter and, working from total 
company information, relates current 
with historical activity and plans for the 
future to determine how much and what 
type of information should be released 
from this mass of data. It supplies data 
wherever they are needed for the many 
operations of the business. 

American business, he concludes, 1s 
coming to the view that clerical opera- 
tions require expert personnel skilled in 
modern methods, just as plant operations 
require specially trained personnel; the 
nation’s powerful productive machinery 
must be guided by new concepts and 
techniques of data handling. 
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1960-1967 


PRESIDENTS 
OF CONTROLS 


* 


JOSEPH M. GAHN CONTROLLERS INSTITUTE OF AMERICA ROBERT W. JOHNSON 


Standard Oil Company 





The National Commercial 
Bank and Trust Company of Calif. 
Albany SECTION |* San Francisco 





HAROLD W. HAYNES WILLIAM H. FARRAR GEORGE W. FRASER THEODORE W. FRYOU EDWARD E. HUFFT, JR. 
Boeing Airplane Company The Huntington National Hoffman Beverage Portland General Electric 
Bank of Columbus, Ohio Company Co. The Krystal Company 
Seattle Columbus Newark Portland Chattanooga 





cf 


CHARLES P. REYNOLDS, JR. ROBERT D. WEAVER CARL A. GUNKLER, JR. GENE R. GLOTZBACH 
Trailmobile, Inc. United Aircraft Products, Lincoln National Bank & Hohenberg Bros. Company ‘Evans Coleman & Gilley 
Inc. Trust Co. Bros. Ltd. 
Cincinnati Dayton Fort Wayne Memphis Vancouver 





ROBERT A. FRAMPTON 








JAMES J. DOYLE CLOUGH C. VENABLE WILLIAM C. WHITNEY LESLIE E. KELLY WILLIAM U. WHEELER 
Port of New York Authority Busi Service Company Old Kent Bank & Trust Consolidated Western Steel The Martin Company 
: f Company Division (USS) 
New York City Louisville Western Michigan Los Angeles Baltimore 


* SECTIONS II & Ill each comprising 18 more Controls will appear in the August and September issues of THE CONTROLLER 
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THE UNITED STATES IN THE WORLD ARENA* 
An Essay in Recent History 


By W. W. Rostow 





Reviewed by J. HENRY LANDMAN 
Attorney at Law 
New York 


This book is a penetrating and original 
analysis of recent United States history 
with a prescription for its behavior in the 
immediate future in foreign affairs, for 
the good of all mankind, by the famous 
economic historian W. W. Rostow of the 
Massachusetts Institute of Technology. 
More specifically, it concerns itself with 
the effect of our life at home on our 
country’s military and foreign policy, with 
the world problems we must solve for our 
own best interests, and with a prescrip- 
tion for achieving these results. It ac- 
complishes all this in part by the use of 
history and in part by analyzing our na- 
tional tradition, our national interest, and 
our stages of economic growth. The book’s 
fundamental theme deals with the changes 
in our national tradition which are neces- 
sary to protect our national interest, in a 
world of dissipated power, at a time of 
our superlative growth. 

All this is original W. W. Rostow 
analysis and prognosis. It reveals the in- 
sufficiency of our traditional national style 
and interests for the world of today. The 
author shows how the conceptional doc- 
trines of our founding fathers of the 18th 
century, concerning political and eco- 


* Published by Harper & Brothers, 49 East 
33rd Street, New York 16, N. Y. $8.75. 


nomic liberty, social equality, and patri- 
otic nationalism, have been modified by 
the practical considerations of economics 
and geography. These 18th century philo- 
sophical doctrines, as applied to our na- 
tional scene, were bound to create internal 
conflicts over individualism, regionalism 
and race. They survived the many emer- 
gencies of the 19th century because, ex- 
cept for the Civil War, these were not 
crises and could be solved by compromis- 
ing palliatives within the traditional na- 
tional philosophy. The success of this 
philosophy in the 19th century was due 
to the fact that the significant problems 
of that period were domestic in nature 
and permitted ample time for solution. 

It was in foreign affairs, such as the 
First and Second World Wars, which 
were both foreign and critical in nature, 
that our traditional policy was strained. 
This was evidenced by their conflict with 
our earlier Monroe Doctrine for the west- 
ern hemisphere. Our traditional isola- 
tionism is admittedly a policy of the past. 
Yet it is important for us to reconcile it 
with our new global power politics, in a 
world in which many countries enjoy ad- 
vanced economic growth, which entails 
in turn a diffusion of military and politi- 
cal power. More specifically, it involves 
our country’s position in the democratic 
bloc vis-a-vis Soviet Russia in the com- 
munist clique and the underprivileged, 
noncommitted countries of Asia, Africa 
and Latin America. 

W. W. Rostow believes our country 
must evolve a world policy which en- 
visages the championship of “liberty, 
equality and fraternity” to the rest of the 
world without sacrificing our own achieve- 
ments in these regards. Inherent in this 
cause is the apparent conflict between our 
national interests of world power and our 
traditional principles of liberty and de- 
mocracy. Soviet Russia constitutes a men- 
ace to our country’s independence and 
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culture. W. W. Rostow does not advocate 
war to eradicate this threat. Instead he 
proposes our continued advocacy of de. 
mocracy abroad and acceptance tempo. 
rarily of approximations thereof, while 
trying to thwart Russian military and in. 
tellectual aggressiveness. 

W. W. Rostow also believes that be. 
cause of the current realization of na. 
tional statehood in Africa and Asia, and 
the menace of Russia and her type of na. 
tionalistic imperialism, we must develop 
long-range foreign economic and politi. 
cal policy and a program of implement. 
ing it. He entertains the thought that to 
achieve this we need an effective promo. 
tional organization to convince both the 
foreign and U.S. population of our new 
motives. 

The reviewer hazards his own thoughts 
as to our role in the world of today. The 
slogan “liberty, equality and fraternity” 
of the 18th century has succeeded in per- 
meating the minds of the subjects of the 
most tyrannical of imperialistic countries, 
Hence their respective peoples have been 
progressively demanding political, reli- 
gious, and economic democracy, social 
equality and national statehood, so that 
now it is a universal cry. Concurrently, 
the Space War and the Industrial Revolu- 
tion are now spreading the blessings of 
contracted space, rapid communication, 
and industrial products to the underpriv- 
ileged peoples of the world. 

The reviewer does not view Soviet 
Russia as a military menace; he believes 
Soviet Russia and the democratic powers 
have reached a military stalemate. Its 
menace lies in the dumping of goods on 
the world market to the detriment of the 
domestic and foreign trade of our western 
allies and our own foreign trade. Irre- 
spective of ideologies, Russia has the ad- 
vantage of cheap labor costs and totali- 
tarian programing. Its communism is cet- 
tainly not of the earlier Marxian evolu- 
tionary variety, and is evidently no longer 
revolutionary. It is a union of national 
soviet republics and satellites with des- 
potic Moscow in command. Some tol- 
erance of religious liberty, the farm co- 
operative movement, the graduated wage 
scale, the trading in apartments with the 
payment of bonuses, and the hiring of 
attorneys with countenanced special pay- 
ments, its nationalistic imperialism, ts 
emphasis now on economic public wel- 
fare, and the ownership of bank accounts 
and government bonds are some of its 
current attributes that approximate what 
passes for democracy in practice. ; 

On the other hand, there is much evi- 
dence of the adoption of totalitarianism 
both communistic and fascist, in the s0- 
called republics in Latin America, Africa 
and Asia. Even in our own democracy we 
have adopted some socialistic planks of 
the Second International such as subsi- 
dized farming and the merchant marine, 
social security, the $10,000 guarantee of 
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bank accounts, and the like. The democ- 
racies and the communist countries are 
adopting one another’s civilization. They 
are really engaged in a battle of labels. 
The democracies offer freedom of speech, 
ress and the right to vote. The com- 
munists promise bread and butter and an 
economic millennium. (Unfortunately, 
the noncommitted people are more recep- 
tive to the slogans of the communists. ) 
The mores of the democracies and the 
communists, as both are practiced today, 
are becoming more and more adaptable 
to each other. 

The real struggle today is one of power 
olitics between Russia and ourselves for 
world leadership just as was attained by 
Spain in the 16th century, France in the 
17th century, and England in the 18th 
and 19th centuries. Now in the 20th cen- 
tury, Russia is trying to supersede us. 
There is at least one way in which we 
can help maintain our world supremacy 
and that is in establishing a common mar- 
ket for the western hemisphere. Uncon- 
trolled free trade will lead to the eco- 
nomic advancement of other countries 
possibly at the expense of our high stand- 
ards of living for a time. In another 
sense, we in the United States cannot 
take in one another’s washing and enjoy 


our present high economic levels. We} - 


need foreign trade to maintain economic 
prosperity. 


PLANNING AND JUSTIFYING 
CAPITAL EXPENDITURES* 


Ed. by Arthur Lesser, Jr. 


Based on a symposium sponsored by 
the Engineering Economy Division Sum- 
met School of Stevens Institute of Tech- 
nology, this report contains nine papers 
plus discussions on capital budgeting and 
project justification, post auditing, es- 
timation of working capital requirements 
for long-range planning, effects of taxes 
on investment decisions, and evaluating 
uncertainty. 


* Published by the Engineering Economist, 
Stevens Institute of Technology, Hoboken, 
N. J. $10.00. 


STANDARD CosTs FOR 
MANUFACTURING* 


By Stanley B. Henrici 


In the third edition of this volume, 
the author's intention is to present as 
much workable information as possible 
on how to understand a standard cost sys- | 
tem, how to install it, and how to use it. 
Four main sections cover accounting ; set- 
ting standards; variances; and budgets, 
incentive plans and miscellaneous features. 
ee 


* Published by McGraw-Hill Book Com- 
pany, 330 West 42nd St., New York 36, N. Y. 








$8.50. 


THE CONTROLLER * JULY, 1960 


How to Approach EDP 



























































: Are you forward — Send memo to Wait Memo from Pres.: 
: looking? ’ Pres. suggest- three “Isn‘t it time we 
yee ee ere s ing a look into weeks looked into EDP?’ 
| EDP 
No | 
ers seceteeneess ‘ 
: urt ; 
: Do you act Set wheels | 
No-—— first, think ' in motion Yes 
‘ later? ' | 
] Accuse him of 
Yes filching your 
Buy this a idea 
book 














| Buy a computer | | 


Find new job 














Business Experience 
with 
Electronic Computers 


A synthesis of what has been learned from 
electronic data processing installations 
$5.00 


Why this is unique in its field— 


e EDP by Exception—Don’t waste time on a job 
that runs itself. What you want and what this book 
emphasizes are those critical choices that can make 
or break your EDP program. 


e Information Plus—More than just a compilation of facts or an exercise in re- 
porting, this book examines and evaluates the experiences of 17 companies who 
have lived with EDP and, taking the over-all picture topic by topic, synthesizes 
what they have learned. , 


e By Men Who Know—Years of EDP experience in a variety of companies are 
at your command in the team of experts who wrote this book—directors of 
management advisory services for Price Waterhouse & Co. 


e@ Complete Coverage—The material covered includes Making the Decision: the 
decision-making study, determining the work to be processed electronically, the 
detailed study, selection of equipment. Preparing for and Introducing Electronic 
Equipment: company education and public relations, the programming group, 
defining the scope of the first application, establishing an operating plan and a 
program timetable, working methods, coding techniques, controls, new clerical 
procedures and organization changes, program debugging and systems testing, 
parallel operation and conversion. Operating Electronic Equipment: position of 
the EDP machine center in the corporate organization structure, operating the 
EDP machine center, program maintenance and revision. Plus—Relations with 
the manufacturer; Some unresolved matters and thoughts on the next five years. 
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Orders from outside continental U. S. and Canada must be accompanied by remittance. | 
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POSITION OPEN 


A growing midwestern pharmaceutical firm has a new position open in 
an expanding department. 


SUPERVISOR, TREASURER’S DEPARTMENT 


Responsibilities: Recommend policy to the treasurer concerning the han- 
dling, replacement, maintenance and renewal of insurance and handle all 
insurance files and records. Assist the treasurer in other financial matters 
and supervise a group handling the various credit functions. 


Qualifications: Appropriate college training with a minimum of three 
years of experience in accounting and related financial functions. Experi- 
ence in credit and insurance is preferred. Age 25-35. 


Send salary requirements and detailed resume to: 


Box D2460 THE CONTROLLER 
Two Park Avenue New York 16, N. Y. 








ADDRESSING EQUIPMENT 


We are able to offer a complete modern Elliott 
stencil system for selective addressing, plus 
some Addressograph equipment. Write V. L. 
Woolley, Purchasing Agent, Frederick & Nel- 
son, Seattle 11, Washington. 











THE KNOX PLAN FOR INTEGRATED OFFICE 
COST CONTROL WILL TELL YOU— 


How to know if all paperwork operations are necessary. 
How to establish supervisory “responsibility accounting”. 
How to effectively control forms, reports and records. 
How to establish an office “cost figure”. 

How to know whether paperwork automation is feasible. 
How to accurately forecast clerical labor budgets. 

How to establish standards of paperwork production. 


For details on the Knox Plan and how it can work for your company, send 
for your free copy of “The Growing Threat to Corporate ‘Take Home’ Pay”. 
It’s free to qualified management people. 


THE FRANK M. KNOX COMPANY, INC. 
MANAGEMENT CONSULTANTS 


60 East 42nd Street 1405 East 6th Street 
New York 17, New York Cleveland 14, Ohio 





Inventory Problems Examined 


Inventories have been called the “graye. 
yard of American business’” because they 
have so say acd been the prime cause 
of business failures and voluntary liquida- 
tions, says Roy A. Foulke, vice president 
of Dun & Bradstreet, Inc., in a recent 
pamphlet, “Inventories and Business 
Health.” 

Two primary causes of inventory losses, 
he points out, are price drops and ob. 
solescence. A rise in the prices of inven- 
tory may bring new life to a marginal 
firm but when a downward trend sets in 
the inventory on hand must be marked at 
a lower price in order to be sold in a 
competitive market, and losses are often 
taken in the process. The fluctuations in 
price of materials which cause losses or 
gains are far more common than is ordi- 
narily assumed, adds Mr. Foulke. 

Committed and undelivered inventory 
can be just as much of a problem as in- 
ventory on hand. By way of explanation, 
he mentions three “psychological spark- 
plugs” on which management decisions, 
budgets, and policies depend. They are: 
The expected level of prices of raw ma- 
terials or finished products; the expected 
volume of sales in months ahead; and the 
expected volume of profits in months 
ahead. 

These factors affect companies small 
and large. But in giant corporations, in- 
ventory, even when not on hand, can 
cause problems. Many raw materials and 
finished products are contracted for 
months or even years ahead by larger 
corporations. If sales fail to materialize 
and inventory commitments cannot be 
curtailed, a serious inventory situation can 
occur even before inventory reaches the 
premises. 

Mr. Foulke says, ‘Comparatively few 
managements recognize an excessive in- 
ventory condition during its early stage 
as they seem to lack some means of set- 
ting a definite dollar limit which the in- 
ventory of their business should not ex- 
ceed.” 

Two guides which can provide a fuller 
comprehension of inventories and their 
control are the financial ratios of net sales 
to inventory and net working capital to 
inventory. The computation and use of 
these ratios will help many businessmen 
to understand better the financial aspects 
of inventory and, when combined with 
awareness of style, customer needs, and 
new product developments, will aid in 
overcoming the dangers of excessive in- 
ventory and obsolescence. 





PLANNERS DESIGNERS 


Expert Space 

Planning Means e 
Efficient and Ss 
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Clerical Work Measurement 
(Continued from page 322) 


By contrast, in most systems and pro- 
cedures analyses, a number of ideas on 
the best way of doing a job are batted 
back and forth with the final decision 
usually being made by the senior mem- 
ber of the group. This situation is cor- 
rected by the use of standard data since 
they provide units of measurement just 
as concrete and specific as the linear meas- 
urements used by the product designer. 
Using standard data, it is possible to com- 
are one procedure against another with 
only a written description available. The 
data measure the methods required by 
one procedure versus any other under 
Fs heestion, Time values can be ap- 
plied and labor costs calculated. This, of 
course, is one of the chief factors to be 
considered in the adoption of any sys- 
tem or procedure. 

In one case the standard data approach 
to the measurement of clerical activities 
worked in this manner: 

A medium-sized company, which proc- 
essed approximately 150,000 invoices a 
year, precut the invoices on tab equip- 
ment two weeks before shipment. Be- 
cause of the nature of the product, many 
of the shipments were prepaid. When 
this occurred, a copy of the shipping 
paper with the noted charges was sent to 
the billing office, where the original in- 
voice had been filed. The original invoice 
was then inserted in a typewriter (the 
type of which did not match the tab’s 
printing) and the shipping charges and 
new totals were typed on it. 

On several occasions the suggestion 
was made to management that rather than 
perform this operation on a typewriter, 
the clerk do it with a pen. Each time the 
suggestion was turned down because it 
was said the pen notation wouldn’t look 
as well as the typed notation. “And any- 
way, what would be saved?” 

Shortly after this company adopted the 
use of OMC data, the suggestion was 
again made. This time, data were used to 
cost the procedure of typing the shipping 
cost on the invoice compared to the cost 
of writing it. The proposed procedure 
showed an annual saving of $1,800.00. 
When this fact was presented to manage- 
ment, it was in a position for the first 
time to appraise the proposed change on 
its true cost reduction merits. The new 
procedure was immediately adopted. 


PREASSESSING THE TRUE VALUE 
OF NEW EQUIPMENT 


With a simple labor cost formula used 
by industrial engineers (occurrences XX 
labor X .001 minute), it is possible to 
calculate a costing factor for use on any 
paperwork operation. This costing factor, 
iN conjunction with time values obtained 
from data, makes it possible to evaluate 


THE CONTROLLER * JULY, 1960 


poo 











accurately the true value of proposed new 
equipment before even preparing a requi- 
sition for allocation of funds. This allows 
the case ‘for or against” purchase of a 
new piece of hardware to be decided on 
fact, not fancy. 

Today, standard data are being used to 
make sound selections, from an operating 
labor cost viewpoint, between competing 
pieces of equipment. Usually one piece of 
equipment, although similar to another, 
will be better suited for a particular pur- 
pose. The objective evaluation of equip- 
ment is feasible because in almost every 
case, it is possible to synthesize a method 
for operating the proposed equipment. 
With standard data of the OMC type, 
labor requirements and costs can be de- 
termined and compared. 


WHETHER TO AUTOMATE 


To automate, and to what degree, is 
probably the most important decision any 
office’s management can make today. 
Apart from the factor of initial cash out- 
lay, the office personnel’s reactions during 
the changeover must be considered. Pre- 
cise job descriptions and assignments 
must be prepared during a time when 
employes are concerned about their fu- 
tures. Standard knowledge of the data 
and their use is easily transferred. Gen- 
eral office personnel have been able to ac- 





























a Speculation is inherent in granting credit but the risk involved is a job for Credit 


INSURANCE 


quire the know-how of their application 
in several weeks. A number of companies 
even go to the point of having their regu- 
lar line supervisors learn their application 
in their individual areas. 

Because of the general construction of 
data, all that is required is to be able to 
identify the work elements of any job. 
Experience teaches one to see a job or op- 
eration as a series of separate elements 
rather than as a complete unit. For ex- 
ample, opening and closing a file drawer 
is only one element in a filing operation. 
The separate elements such as walking to 
the file, locating the proper drawer, find- 
ing the proper folder, and removing and 
returning the folder, must be considered. 
The total of the data time for these ele- 
ments provides the standard for the op- 
eration. These steps are shown in Charts 
A and B. 

A word of caution: Data can only be 
as good as the understanding of their ap- 
plication and of their limitations. In this 
field, do-it-yourself projects seldom suc- 
ceed. 

To conclude, measurement is one part 
of efficient office management. You must 
also control what you measure. To do 
this, remember to follow up the standards, 
once they are established, with soundly 
developed reporting routines and periodic 
progress reviews. 


CREDIT 











Insurance. ™ Credit Insurance minimizes speculation and protects the value of 
your merchandise from the time it leaves your hands until you receive payment. 
@ For details on how Credit Insurance can reduce the speculation inherent in grant- 
ing credit, ask your London Guarantee Representative or write to... 


CREDIT INSURANCE DEPARTMENT 


oe Guarantee ¢ Uecident Co. Lid 


MEMBER OF THE PHOENIX OF LONDON GROUP 55 FIFTH AVENUE, NEW YORK 3, NEW YORK 
Over Sixty Years of Continuous Service In Credit Insurance 
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Accountants Harder to Find 


Qualified accountants are harder to 
find this year than in 1959, notes a Wall 
Street Journal survey of personnel officers 
of corporations around the country. This 
is just part of the survey picture which 
shows this year’s typical college graduate 
is being offered more jobs and higher 
rates of pay than his counterparts of the 
past two years. Even companies with poor 
business prospects for the next few 
months want to begin training skilled 
personnel they figure to need in the years 
to come. 

“A lot of people laid off recruiting in 
the 1958 recession and now they're com- 
ing back strong and pushing up de- 
mand,” declares an executive of a big 
Chicago accounting concern. “. . . it’s a 
lot tougher to hire off the top of the 
pile.” 

George Yoxall, assistant director of 
personnel administration of Inland Steel 
Co., Chicago, says Inland will hire 140 
graduates this year, the same as in 1959, 
but adds that the company has had to 
make more offers to more prospects this 
year to fill the quota. “The ratio of offers 
to acceptances for accountants, for ex- 
ample, has increased to 4 to 1 from 3 to 
1 last year,” says Mr. Yoxall. 

He puts the average starting pay for 
graduates with bachelor’s degrees in ac- 
counting at $490 to $500 a month, up 
about $25 from 1959. A master’s degree 
is generally worth about $50 a month 
more. 

Boston University reports many com- 
panies are offering its graduates salaries 
some 5 per cent better than those of- 
fered last year. Graduates in science, en- 
gineering and accounting have been in 
strongest demand and have benefited 
the most from the increased pay levels, a 
university spokesman says. 


A Brace of Computers Introduced 


Radio Corporation of America has an- 
nounced the introduction of two new all- 
transistorized electronic data-processing 
systems. The large-scaled 601 will start 
renting at upwards of $20,000 monthly, 
and the “compact” 301 up to $9,000 
monthly. 


olen 


Accounting in Nonprofit 
Organizations To Be Studied 


A study of the accounting problems of 
nonprofit organizations will be under- 
taken by the accounting research divi- 
sion of the American Institute of Certi- 
fied Public Accountants. The study will 
be concerned with major accounting 
problems and general principles rather 
than bookkeeping and accounting sys- 
tems, and an attempt will be made to 
determine the extent to which accounting 
principles applicable to profit-making en- 
terprises are appropriate for nonprofit or- 
ganizations. 


New in Electronics 


The National Cash Register Company 
has introduced the NCR 390, claimed to 
be the first computer capable of reading 
a commercial document. A magnetic 
coating placed on the back of the record 
functions as a miniature electronic mem- 
ory which stores the information on the 
document and activates the machine. The 
computer sells for $75,000 and rents for 
$1,850 monthly. 

€ 

The addition of Univac III to its line 
of large-scaled computers has been an- 
nounced by Remington Rand Division of 
Sperry Rand Corporation. It was de- 
scribed as having a processing speed nine 
times faster than its predecessor, Univac 
II. Typewriter communication in English 
can be maintained between the operator 
and the computer itself. The solid state 
computer will rent for $15,000 to $30,- 
000 a month, depending upon the system 
requirements of the user. 


Ford Lab Gets Five-Year 
Budget Guarantee 


Ford Motor Company has guaranteed 
for five years the budget of its Scientific 
Laboratory, part of the Engineering and 
Research Staff. ‘The budget will assure 
continuity of the Laboratory's operations 
without regard for business fluctuations,” 
said Henry Ford II. It was also pointed 
out that stable long-range planning is 
necessary for the proper ~~ of re- 
search, and that the five-year budget will 
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permit the Laboratory to attract the best 
available scientists of various specialties, 


Dispersion of Effort 

and Lack of Research 
Hamper Area Development 
Programs 


An estimated 14,000 development or. 
ganizations in the U.S. employed more 
than 10,000 persons and spent at least 
$220 million in 1957 but there are few 
programs that can yet be considered ade. 
quate to deal with problems already in 
existence or beginning to emerge. Many 
of these problems are too large to be dealt 
with effectively by a voluntary organiza- 
tion or a_ single-purpose government 
agency, as shown in a recent survey by the 
Committee for Economic Development, 
Many of the difficulties of development 
organizations arise from fragmentation of 
effort. 

Other findings show that more money 
is currently being spent on promotion 
than on the research and planning needed 
to develop a solid foundation for promo- 
tion; the concentration of economic think- 
ing and policy recommendations on na- 
tional economic problems has left almost 
unnoticed those matters which affect eco- 
nomic growth at the local, state and re- 
gional levels; and the overlapping and 
inadequate jurisdiction of public and pri- 
vate agencies involved in the metropoli- 
tan framework lead to further difficulties 
and frustrations. 


Entire Production Process 
Electronically Controlled 


Savings of $120,000 a year in produc- 
tion costs are anticipated by the Ameri- 
can Bosch division of the American 
Bosch Arma Corporation from the in- 
stallation of an electronic system to con- 
trol manufacturing from raw material to 
finished product. The electronic complex 
automates handling of six basic manu- 
facturing functions—sales forecasting, 
materials planning, inventory manage- 
ment, plant scheduling, work dispatching 
and operations evaluation—through an 
IBM computer and specially designed 
auxiliary data-processing equipment. The 
entire control process is set in motion by 
a customer order or series of orders in 
punched card form that feed into the 
electronic system. 


Depreciation Booklet Available 


A 23-page examination of the depre- 
ciation situation, “The Many Sides of 
Depreciation” by Professor Leonard E. 
Morrissey, is available gratis from The 
Amos Tuck School of Business Admin- 
istration (Dartmouth College, Hanover, 
New Hampshire). The subject is te 
viewed especially in the light of the 1954 
Revenue Code and about half of it is de 
voted to accelerated depreciation. 

















the best 


ecialties, 


nent or- 
d more 
at least 
are few 
‘ed ade. 
eady in 
- Many 
be dealt 
rganiza- 
-rnment 
y by the 
pment. 
opment 
ition of 


money 
Motion 
needed 
promo- 
> think- 
on na- 
almost 
ct eco- 
ind re- 
1g and 
nd pri- 
ropoli- 
culties 


roduc- 
A meri- 
lerican 
he in- 
O con- 
rial to 
mplex 
manu- 
asting, 
anage- 
tching 
wh an 
signed 
t. The 
ion by 
ers in 
0 the 


depre- 
les of 
rd E. 
1 The 
dmin- 
nover, 
is fe- 
1954 
is de- 





Business Planes Logging More 
Hours Than Scheduled Airliners 


More companies are using their own 
Janes for traveling company personnel | 
than ever before. Business flying is now | 
second only to Air Force flying in the| 
number of hours aloft, reports the Na- 
tional Aircraft Association. The number 
of business planes on January 1, 1960 was | 
estimated at 28,000. These planes flew 
an estimated 855 million miles in 1959 
as against 339 million in 1950, and 
chalked up a total of 5.7 million hours of | 
fying in 1959 against 3.8 million hours | 
by the domestic scheduled airlines. | 
Savings of time and executive man- | 
ower are the compelling forces behind | 


the movement. 








| 
| 
Trend Toward Auto Leasing | 
Where Annual Mileage Is High 


Of the 650 companies surveyed by The 
Dartnell Corporation of Chicago, 37 per 
cent now lease cars for business use as 
against 25 per cent in 1956 and 14 per 
cent in 1952. Capital freed for other 
purposes is the reason most often cited 
for the change. The trend is most notice- | 
able in firms that report high annual 
mileage figures for their cars. Most fleet 
managers agree that leasing’s advantages 
show up best if the average annual mile- 
age figure is high—15,000 miles or 
more. 


Accounting for Foreign 
Operations Studied 


Methods for translating foreign cur- 
tency accounts, applicable when exchange 
ratios rise as well as when they fall, are 
presented in “Management Accounting 
Problems in Foreign Operations’’ issued 
by the National Association of Account- 
ants. The foreign accounting practices of 
51 companies form the basis for the re- 
port. Other problems considered are the 
effects of distance from the U. S. parent, 
language barriers to easy communica- 
tions, different laws and customs, and 
the different accounting practices fol- 
lowed in foreign countries. 





Sick Room at the Top 
for the Self-made Man 


The Horatio Alger type is more likely 
to pay for his success with impaired health 
than is his college-educated counterpart, 
according to a recent study presented to 
a meeting of the American Federation for 
Clinical Research. The study, which com- 
pared two apparently similar groups of 
young business executives, found that 
those who went to work immediately after 
high school and rose through the ranks 
were found to have more of the signs that 
usually precede heart disease and more 
illnesses, than generally did the young 
men who made the easier transition from | 
college to junior-executive status. | 
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How should the 
purchase price 
be allocated? 


Adapted from one of the Clients’ Service Bulletins of The American Appraisal Company 


When a business or property is pur- 
chased for a lump-sum price, the 
new owner is frequently confronted 
with several important questions: 


1. How shall I distribute the price 
to various classes of assets—in- 
cluding depreciable and non- 
depreciable property—for ac- 
counting and income tax pur- 
poses? 


2. At what rate shall I take depre- 
ciation on various types of de- 
preciable property? 


3. How much insurance should I 
carry? This may not be related to 
the purchase price. 


Income tax requirements 


In arriving at the purchase price, 
consideration undoubtedly has been 
given to earnings, net worth, present 
or future prospects, and utility. Such 
broad estimates, however, rarely 
answer the above questions and so 
may fail to serve future needs. 

For income tax purposes, it is 
necessary to allocate the lump-sum 
purchase price to all assets, both 
depreciable and nondepreciable. It 
is desirable to allocate costs further 
among major units and groups of 
minor equipment classifications. 
This permits the assignment of re- 
maining lives and the proper ac- 
counting for future retirements and 
transfers. 

An appraisal to furnish the fair 
market value is the logical first step 
in distribution of a lump-sum pur- 
chase price to the assets involved. 
It should be accompanied by a re- 
port on the estimated remaining use- 
ful lives of the assets to establish 
the proper depreciation provisions. 


For insurance coverage 


The appraisal should also be de- 
signed to meet the insurance re- 





quirements. Regardless of the cost 
basis, the insurable value should be 
based on current cost of reproduc- 
tion less depreciation. Values should 
be regrouped as required by the 
insurance policy. 

This will provide for insurance 
coverage, for rating purposes, and 
for the necessary details to prepare 
and support a proof of loss if re- 
quired in the future. 

* * * 

American Appraisal Service furnishes up- 
to-date, authoritative information about the 
existence, cost or current value of assets... 
and the adequacy of depreciation provisions. 
Values are established only after careful 
consideration of all factual data. An Amer- 
ican Appraisal report represents more than 
half a century of experience in the field of 
valuation for purposes of insurance, 
accounting, taxes, property control and 
financing. 


The AMERICAN 
APPRAISAL 


® 
Company 
SINCE 1896...LARGEST...MOST WIDELY USED 
Home Office: Milwaukee 1, Wisconsin 
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Businessmen, Accountants 
Lawyers, Financial Advisors 
Bankers 


Quite often unusual or special finan- 





cial problems hold back the growth of | 


a business. 


MURDOCK ACCEPTANCE CORPORATION 
is ready to assist your clients or cus- 
tomers as it has aided other business- 
men through our 


Special Credits Division 
created to handle financial problems 
of an unusual nature, the answer to 
which cannot be obtained through 
present loan sources. 

Whatever the problem, Murdock is 
ready to discuss the situation. 


Write or phone 


SPECIAL CREDITS DIVISION 


Murdock Acceptance Corporation 
400 Union Avenue, JA 3-1461, Memphis, Tennessee 








“There is something that is much more 
scarce, something rarer than ability. It 
is the ability to recognize ability.” 


FRRoBERT 
Fiace 


PERSONNEL AGENCIES 


130 WEST 42 STREET, NEW YORK 36, N. Y. 
LOngacre 4-3834 


The largest agency in the U.S. 
specializing exclusively in 
accounting and related pe:sonne! 
controllers 
treasurers 
internal accountants 
cost/budget men 
systems men 
tax men 
internal auditors 
office managers 
bookkeepers 
public accountants 
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NEW CONNECTIONS .. . 


Wilbur P. Auvil has joined the Roberts 
Company, City of Industry, Calif., as 
controller. . . . Frontier Airlines Inc., 
Denver, Colo., recently announced that 
Edward F. Dolansky had become its treas- 
urer. . . . Edward J. Fitzgerald, Jr. re- 
cently became controller of R. D. Werner 
Company, Inc., Greenville, Pa. 

Richard A. Hughes is vice president- 
finance of Minnesota Electronics, St. 
Louis Park, Minn. . . . Myron S. Kem 
was named treasurer of Raymond Bag 
Corp., Middletown, Ohio. . . . Robert 
Logie has become vice president and gen- 





MR. FITZGERALD 


MR. 


eral manager of Griscom-Russell Com- 
pany, Massillon, Ohio. . . . Vincent T. 
Lorimer has assumed the controllership 
function at Erickson Petroleum Corpora- 
tion, Minneapolis, Minn. He is currently 
serving as president of the Kansas City 
Control of Controllers Institute. 

Albert L. Moeng, Jr. recently became 
controller of Hyman-Michaels Company, 
Chicago, Ill. . . . G. W. Schroedel re- 
cently became comptroller of the Ameri- 
can Writing Paper Corporation, Holyoke, 
Mass... . W. G. Torrace has joined 
Talley Industries, Inc., Cheshire, Conn., 
as treasurer. . . . Charles F. Watson re- 
cently became comptroller of General 
Railway Signal Company, Rochester, 
N. Y. Mr. Watson served as president of 
the Rochester Control of Controllers In- 
stitute, 1958-59. . . . Richard D. Win- 
datt has joined Wometco Enterprises, 
Inc., Miami, Fla., as vice president- 
finance. . . . Joseph C. Winkler recently 
became director of finance and adminis- 
tration of Ideal Toy Corporation, Hollis, 
NEY: 


PROMOTIONS .. . 


William J. Ashe was named administra- 
tive and financial vice president of 
Witco Chemical Company, New York. 
... Wilbert J. Billigmeier has been 
made vice president in charge of market- 
ing, sales and distribution of the Bowman 
Biscuit Company Division, United Biscuit 
Company of America, Denver, Colo. . . . 
Standard Financial Corporation, New 
York, has named S. J. Dimodica financial 
vice president and treasurer. . . . J. Karl 
Fishbach recently became corporate con- 
troller of City Stores Company, New York. 

The election of James L. Peirce as vice 





a 


DOLANSKY 


MR. JAMES 


president-finance and treasurer of A. B. 
Dick Company, Chicago, IIl., was an- 
nounced recently; he will continue as sec- 
retary also. Wallace M. Carrithers was 
elected to succeed Mr. Peirce as comp- 
troller. Mr. Peirce is a director at large of 
Controllers Institute and is a past presi- 
dent as well as past chairman of the 
board. . . . Raymond H. Giesecke was 
named executive vice president and treas- 
urer of McGraw-Edison Company, Chi- 
cago, Ill. He served as president of the 
Chicago Control of Controllers Institute, 
1959-60. 

Harold E. Jackson has been appointed 
senior vice president and treasurer of 
Southern Natural Gas Company, Bir- 
mingham, Ala. . . . The promotion of 
John V. James to controller of Dresser 
Industries, Inc., Dallas, Texas, was an- 
nounced recently. . . . Edward Z. King, 
Jr. was recently appointed comptroller of 
International Paper Company, New 
York. . . . K. G. Hovland was elected 
vice president and treasurer of Kansas 
City Power & Light Company, Kansas 


THE CONTROLLER * JULY, 1960 


¥UM 








THE | 


nistra- 
nt of 
York, 

been 
arket- 
wman 
3iscuit 
New 
ancial 
). Karl 
> con- 
York. 


iS vice 





A. B. 


S an- 
IS S€C- 
; was 
“omp- 
-ge of 
resi- 

the 
. was 
treas- 
Chi- 
f the 
titute, 


inted 
or of 
Bir- 
mn of 
ressef 
5 an- 
King, 
ler of 





¥UM 








MR. HOVLAND 


City, Mo. . . . H. F. Livermore Corpor- 
ation, Boston, Mass., has appointed John 
G. Manning vice president. 

Sylvania Electric Products Inc., New 
York, recently announced the election of 
John E. Rhodes as controller. . . . Named 
to the newly created post of assistant 
manager of the Industrial Components 
Division of Raytheon Company, Newton, 
Mass., is George T. Ryan. . . . Harris H. 
Stoddard was named senior comptroller 
of General Railway Signal Company, 
Rochester, N. Y. ...A. M. Wittman 
has become treasurer of Standard Regis- 
ter Company, Dayton, Ohio. 


ADDITIONAL DUTIES .. . 


Charles F. Axelson has been appointed 
controller and assistant treasurer of 
United States Gypsum Company, Chi- 
cago, Ill. Mr. Axelson is a past president 
of the Chicago Control of Controllers In- 
stitute. . . . Lawrence H. Cousineau, 
vice president of Cincinnati Milling Ma- 
chine Co., Cincinnati, Ohio, has been 
made president of the Heald Machine 
Company, Worcester, Mass., a subsidiary. 
... Frederic A. Curtis has assumed the 
responsibilities of vice president and 
comptroller of Continental Illinois Na- 
tional Bank and Trust Company of Chi- 
cago, Chicago, III. 

Jack P. Donis has become vice presi- 
dent-controller of Continental Grain 
Company and controller of Arrow Con- 
tinental Corporation, New York... . 
The election of C. Rankin Hoskins as 
treasurer and controller of Aircraft Arma- 
ments, Inc., Cockeysville, Md., was an- 
nounced recently. . . . Robert L. Mac- 
Kenzie is vice president and controller, 
Bigelow-Sanford, Inc., New York... . 
H. D. Nelson was recently elected vice 
president and comptroller of Clark Equip- 
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ment Company, Buchanan, Mich... . | 
Clarence A. Snow was named treasurer | 
and controller of Bowser, Incorporated, | 
Chicago, III. | 

W. E. West, vice president, treasurer | 
and controller, Nationwide Insurance | 
Companies, Columbus, Ohio, was named | 
treasurer of National Services, Inc., a new 
subsidiary. . . . John R. Swann, comp- | 
troller and assistant treasurer, General | 
Products Mfg. Corporation Ltd., Lon- 
don, Ontario, Canada, has been elected | 
to the board of Richards-Wilcox Cana- | 
dian Co. Limited, a subsidiary. 


HONORS TO... 


Hans C. Todt, comptroller, Bristol Lab- 
oratories Inc., Syracuse, N. Y., received 
the degree of Master of Business Admin- 
istration in June at the commencement 
exercises of the Graduate School of Busi- 
ness Administration, Syracuse University, | 
Syracuse, N. Y., where he also has been 
teaching a graduate course in Controller- 
ship. Mr. Todt is chairman of the Edu- 
cation Committee of Controllers Institute 
and on May 20 was a speaker at the Ohio 
State Institute on Accounting. . . . Vin- 
cent C. Ross, vice chairman, Prentice- 
Hall, Inc., Englewood Cliffs, N. J., re- 
ceived the honorary degree of doctor of | 
laws from St. Michael’s College, Winoo- | 
ski Park, Vt. Mr. Ross is a past president 
and past chairman of the board of Con- 
trollers Institute. . . . James A. McFad- 
den, Jr., director of Administrative Serv- 
ices, RCA _ Laboratories Div., Radio 
Corporation of America, Princeton, N. J., 
has received an LL.D. from Princeton 
University, Princeton, N. J. Mr. McFad- 
den is co-author with C. D. Tuska of Ac- 
counting G Tax Aspects of Patents and 
Research published by D. Van Nostrand 
Co., Inc., Princeton, N. J. 
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AUTOMATION 


“PAYMASTER” 


Gives Fully Automatic 
Payroll Recording! 


© For use with tabulating cards 

© Integrates with any time equipment 
© Automatic time signal control 

@ Full year warranty 


PLUS EXCLUSIVE QUICK-AUDIT CARD 
FOR SIMPLIFIED PAYROLL PROCEDURE 


“If it’s about time... 
call for... 























HE PROPORTION of companies provid- 

ing their employes with some form of 
insurance against business travel hazards 
has risen from two out of three in a 1956 
survey to three out of four in a survey re- 
leased recently by the National Industrial 
Conference Board. 

The growth in employe travel insur- 
ance protection over the past four years 
is reflected not only by the larger propor- 
tion of companies providing such insur- 
ance, but also by an upward trend in 
benefit levels and a general broadening 
of company plans to include more travel 
hazards and more employes. Costs of these 


More Companies Buy Travel Insurance 


programs vary with the extent of protec- 
tion offered, but respondents generally 
indicate that the costs are nominal by 
comparison with other employe benefits. 
Many companies participating in the 
earlier survey have since abandoned air 
travel or other limited forms of coverage 
in favor of all-risk business travel con- 
tracts, or have substituted a blanket travel 
policy for one insuring only named ex- 
ecutives or key employes. 

Even among companies without travel 
insurance, there seems to be wide accept- 
ance of the idea that companies should 
assume some responsibility for covering 








The Traveletter® System for reimbursing 
travelers has nation-wide acceptance. 


If the dots on the above map could show them accurately, you would 
count over 5,000 of the better hotels and motels across North America—Each 
one of them is ready to serve you as a Traveletter user. 

Every year Traveletter processes literally hundreds of applications from 
new hotels and motels—with only one idea in mind—to serve you better. 

W hat does this mean to you Mr. Employer? 

It means that your traveling representatives can get immediate reimburse- 
ment—in cash—for their travel expenses at any of these hotels and motels— 
upon presentation of their Traveletter Authorization. The front office per- 
sonnel of these hotels and motels are experienced in serving Traveletter 
holders. They have long recognized The Traveletter Authorization as a 
guaranteed instrument. It means that your traveling personnel will not suffer 
the embarrassment and inconvenience associated with other forms of paper. 


If your present system, or any other system under consideration does 
not give you this nation-wide acceptance, you should investigate 
The Traveletter System immediately. 


Descriptive Brochure on Request 
'Traveletter’’ Reg. U. S. Pat. Off. 


TRAVELETTER CORPORATION @© GREENWICH 2, CONNECTICUT 


..- Modern System for Handling and 
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Controlling Travel Expenses Since 1894 












their employes against business travel 
risks. 

Some companies say they have not 
found a suitable policy, or have not yet 
settled upon the combination of coverages 
that will best meet their special needs, 
Others feel their travel exposures are lim- 
ited enough to be met by the occasional 
purchase of trip coverage for an employe, 
or by the authorized reimbursement of 
premiums for “‘slot-machine’”’ insurance. 

Still others acknowledge the need for 
insuring business travel hazards, but are 
meeting it by amending their group life 
and accident insurance plans to provide 
higher or double indemnities in the event 
of accidental death or dismemberment. A 
number of respondents report they favor 
this solution because it does not differ. 
entiate between the hazards of business 
travel and those of other work assign- 
ments. 

The extent of employe coverage under 
company travel plans still varies widely, 
but is definitely broader than it was in 
1956, according to the Conference Board. 

Some 64 per cent of the companies in- 
suring business travel hazards now extend 
that insurance to all employes exposed to 
those hazards; 17 per cent insure all sal- 
aried employes, or all employes exempt 
from the federal wage and hour law; and 
6 per cent insure all executive or man- 
agement employes. The remaining 13 per 
cent insure only selected executives or key 
employes. 

The majority of travel contracts pro- 
vide benefits only for death or dismem- 
berment injuries, and do not provide for 
medical expense or weekly indemnity 
payments. 

The current study was conducted among 
319 manufacturing firms, while the ear- 
lier report covered the experiences of 
281. Respondents to the current survey 
include 179 of the companies that replied 
in 1956. 


U. S. Owns Over Half of Five States 


The U. S. Government owns more than 
half the land in five states according to 
the General Services Administration’s re- 

ort on fiscal 1959 real estate operations. 

The GSA’s annual inventory shows the 
Government owns 362.2 million acres, 
or 99.1 per cent of the area in Alaska; 
60.7 million acres, or 86.4 per cent in 
Nevada; 36.5 million acres or 64.2 pet 
cent in Idaho; and 31.6 million acres, of 
51.2 per cent in Oregon. 

The Government's real estate holdings 
are valued at $49.2 billion, up $3.6 bil- 
lion from a year ago. About half this in- 
creased cost went into building and en- 
larging Air Force facilities. 
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(Continued from page 328) 


Those in Group D normalize their 
taxes by either setting up a deferred tax 
or adding the tax difference to deprecia- 
tion. As long as the character of these 
companies is closer to Case I than Case II, 
the increase in the deferred tax account 
(or in the reserve for depreciation) will 
be small. If, however, they are companies 
which are continually growing and 
steadily making capital expenditures, 
then the deferred tax account will grow 
to about 8 per cent of the total cost of 
depreciable facilities. Or the addition to 
reserve for depreciation, if that is the 
method used to normalize taxes, will be 
equal in amount; but this will not be 
noticeable because of the large propor- 
tion of capital expenditures only partially 
depreciated in a steadily growing com- 
pany. 

On the other hand there are a number 
of companies, including some large ones, 
which believe that straight line depre- 
ciation properly measures the decline in 
earning power of their facilities, and that 
therefore it should be used on the books, 
but that accelerated depreciation should 
be used in order to reduce the tax bill. 
They believe, therefore, that the tax dif- 
ference should be allowed to “flow 
through” to earnings. Undoubtedly those 
in Group C include these companies, as 
well as some where the difference is not 
significant, or where certain regulations 
force the use of this method. 

So there seems to be quite a difference 
in point of view between those in Group 
C and those in Group D. On the other 
hand there seems to be little, if any, ob- 
jection to the point of view that acceler- 
ated depreciation more nearly measures 
the reduction in earning power of facili- 
ties; hence it should be used on the 
books, for reporting and for calculating 
income taxes, as is done by those in 


Group B. 


WHICH FORM OF ACCELERATED 
DEPRECIATION—OR BOTH? 

There seems to be quite a difference in 
practice among companies who use ac- 


Depreciation Allowances Not Fully Utilized 


celerated depreciation. Of the 999 re- 
spondents in Groups B, C and D, 38 per 
cent (or a total of 377) use sum of the 
years digits, while 46 per cent (or 456) 
use double straight line rate on declining 
balance. Less than 17 per cent (166) use 
both methods. The percentages in each 
of these three classifications vary among 
Groups B, C and D as shown by the tabu- 
lation below. 

The largest group uses declining bal- 
ance depreciation. This method accumu- 
lates a greater tax deferral than the use 
of SOYD depreciation, if a significant 
salvage value is assumed with the latter. 
With no salvage value the SOYD method 
will accumulate a greater tax deferral for 
lives greater than five years. Hence for 
facilities depreciated at a composite rate 
(in which usually no salvage value need 
be considered and lives exceed six years), 
the SOYD method is preferred. However, 
for facilities of short life, not included in 
the composite group, declining balance 
depreciation may be better. 


TAX ACCOUNTING 


Partly because of the high rate of in- 
come tax, many enterprises have adopted 
a policy of tax management, under which 
every legitimate means is used to reduce 
the tax bill and preserve cash. Obviously, 
to make the most profitable decisions 
under this policy, forecasts must be made 
for several years ahead. Under such tax 
accounting, expenditures which before 
the advent of income taxes might have 
been capitalized, are charged to opera- 
tions. There is no need herein to recount 
various practices which are the result of 
this policy. 

Under such tax accounting, a company 
will adopt that type of depreciation which 
accumulates the greatest tax reduction. 
However, there are circumstances under 
which an immediate tax reduction might 
result in sufficiently greater taxes later to 
make it more difficult to determine the 
true facts for decision. Two such situa- 
tions come to mind, and there are prob- 
ably others: (Continued on page 352) 


SUMMARY OF PRACTICE AMONG THOSE USING ACCELERATED 
DEPRECIATION FOR CALCULATION OF INCOME TAXES 


(% of each group shown) 


Group C Group D 
Type(s) of Total Industry Group B Straight line depreciation for books 
Accelerated Response Accelerated & reports 
Depreciation Groups depre. for Without further Taxes are 
Used B,C &D all purposes adjustment normalized 
SOYD 337 310(42%) 28(31%) 39(22%) 
Decl. Bal, 456 330(45%) 38(43%) 88(49%) 
Both methods 166 92(13%) 23(26%) 51(29%) 
Total 3 groups 999 732(100%) 89(100%) 178(100%) 
% Grand Total 75% 55% 7% 13% 


THE CONTROLLER * JULY, 1960 


| 
| 


ADVERTISING INDEX 


American Appraisal Company, The ....... 347 
Blades & Macnwliy so. ds cic deaeevtene ss 304 
Burroughs Corporation ................. 329 
Cincinnati Time Recorder Co. ............ 349 
Controllers Institute Research Foundation, Inc. 343 
Challe tse Gk) iss acl ioctiawk alec 344 
Cheslee Wy ENNGE ec ces Sess ees 334 
Predesiek: i: N@NGWic ico oe icceceeadteses 344 
Prins Wea eo a ite oo tae Gee aes ecu 334 
Robert Half Personnel Agencies .......... 348 
biteiel -Netenes (hee. osc SS 317 
International Accountants Society, Inc. 301 
International Business Machines—Data 

Processing, Divisian : ....6ccccc ce. 326, 327 
International Business Machines—Supplies 

GON ack oi Dtersiciiac nie wisi HAL pete eae 305 


Johnson & Higgins 


Frank M. Knox Company, Inc. ........... 344 
Liberty Mutual Insurance Co. ............ 306 
London Guarantee and Accident Co., Ltd. .. 345 
Marsh & McLennan Incorporated ... Back Cover 
MaGarailt C4666 dickint hecehen enna 304 
Merrill Lynch, Pierce, Fenner & Smith Inc. .. 331 
Moore Business Forms, Inc. ...........+... 302 
Murdock Acceptance Corporation ......... 348 
National Cash Register Co., The ......... 311 
Philco (Government & Industrial Division) . 313 


Royal McBee Corporation ... 


Inside Back Cover 


Statistical Tabulating Corp. ............. 340 
Traveletter Corporation ...............-. 350 
Western Union, Private Wire Division .. 314,315 
Weight Sine. Wie. TOs sees ciiveccans cers 323 






MISCELLANEOUS 


EMPLOYMENT * SERVICES 


RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 

Address box number replies to THE CON- 
TROLLER, Two Park Avenue, New York 16, 
N. Y. Replies will be forwarded. 





SITUATIONS WANTED 





CONTROLLER 
ASSISTANT CONTROLLER 


Fifteen years’ heavy experience in high-level | 
management surveys, acquisitions, reorgani- | 


zations, profit planning, costs, audit, systems, 


and all phases of corporate accounting and | 
finance. Age 39, CPA, B.S. degree. Box 2457. 


ACCOUNTING ARCHITECT 


CPA desires exacting position as controller, | 
assistant controller or chief internal auditor. | 
Six years of varied audit, accounting, SEC | 
and tax experience with national accounting | 


firm. Offering efficiency, quality and imagina- 


tion in accounting. B.A. degree, postgraduate | 
study, age 30, family. Will relocate. Box | 


2458. 


DIVISIONAL CONTROLLER 
AMSE 


Assistant to controller, listed 
trol, financial analysis, organiza- 
tional development. Seeking challenging posi- 
tion five figure salary with expansion-minded 
manufacturer. Experience IBM, standard 


systems, 


costs, budgets, general accounting, renegotia- | 


tion. Box 2459. 


POSSESS 
PROVEN EXECUTIVE ABILITY 


as controller-assistant treasurer medium-sized | 
more | 
challenging responsibility than current posi- | 
tion can offer. Diversified experience cost, | 
budgets, government contracts, taxes, long- | 


listed electronic firm. Now require 


range planning, shareholder relations. De- 
gree, CPA, member CIA, 42. Will relocate. 
Box 2461. 


FINANCIAL MANAGEMENT 


or related position desired. Twelve years 


interesting and progressive background with | 
prime employers. General experience in ac- | 
counting and auditing; industrial and finan- | 
cial spheres with public accounting base. 


married. Box 2462. 


M.B.A., 38, 


CONTROLLER 
ASSISTANT CONTROLLER 


Twelve years’ industrial experience all phases 


of accounting. Heavy cost background; sys- 


tems and procedures. Desires position with | 


future potential within 50-mile radius of 


New York City. B.S. and M.B.A. degrees. 


Age 37. Box 2463. 





NOTE: THE CONTROLLER reserves the 
cept, reje ct or censor classifie d copy and takes no re- 


sponsibility for the people contacted through this col- | 
umn nor does it guarantee any item bought or sold. 
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firm. | 
Harvard MBA ’53. Profit planning, cost con- | 


| 
right to ac- 


Depreciation (Cons. from page 351) 


1. Some companies with mineral prop- 
erties may deduct from earnings for tax 
purposes, as depletion, an amount which 
is the lower of two figures: one a ratio to 
earnings, and the other a lower ratio to 
sales. Under these circumstances the tax 
saving may be offset by reduced depletion, 
and careful analysis is required to de- 
termine the best course. 

2. Another enterprise may adopt the 
premise that income tax rates will rise, 
and thus it would be better to take more 
depreciation later when the tax rate is 
higher, and less now. 


But except for circumstances such as 
these, should not tax accounting result in 
the use of maximum depreciation? 

Would not such a policy dictate the use 
of both SOYD depreciation and declin- 
ing balance depreciation? 

Would not each be used so that the 
greatest depreciation will accumulate, and 
result in an optimum accumulation of tax 
deferment? 

If the answer to these questions is 
“yes” then it seems surprising that less 
than 17 per cent of the companies re- 
porting the use of accelerated deprecia- 
tion are using both kinds. 


COMMENT 

There seem to be many differences of 
opinion regarding the use of accelerated 
depreciation. Among public accountants 
there is greater consensus. For instance 
we understand that when Bulletin #44 
was adopted unanimously by the 21- 
member committee on accounting pro- 
cedure of the American Institute of Cer- 
tified Public Accountants, five of the 
members of the committee assented with 
qualifications. Two of these took the posi- 
tion that normalization should be re- 
quired in all cases and three took the 
position that the requirements for nor- 
malization were too restrictive. 

On February 29, 1960, the Securities 
and Exchange Commission published Re- 
lease 33-4191 (Accounting Series Release 
No. 85) which deals with the practices 
discussed herein. The main thrust of the 
Release appears to be against the designa- 
tion of the accumulated tax difference as 
earned surplus (or its equivalent) or in 
any manner as a part of equity capital, 


even though accompanied by words of 
limitation such as “‘restricted.”’ 

Thus the public accountants and the 
SEC approve the practice followed 
those in Group A, B and D (provided 
those in the last named group do not 
credit the normalizing amount to ap 
equity account). They also disapprove of 
the practice of those in Group C, except 
under certain circumstances, or where 
amounts are not significant. 

On the other hand, we find industrial 
accountants and managements of busi- 
nesses who believe that the flow-through 
method followed by those in Group C is 
consistent with the facts. They believe 
that the liability for deferred income 
taxes is more contingent than real; viz, 
it involves no certain dollar amount, has 
no maturity date, and in a growing com- 
pany may increase indefinitely. (It may 
vary with the rate of income tax.) Of 
course, the premise for this position is 
that accelerated depreciation will continue 
to be permitted indefinitely. This group 
also objects to setting up a deferred tax 
account which will grow to such size that 
political pressure will cause the repeal of 
the 1954 legislation so the Government 
can collect from its ‘‘debtors.” (On the 
other hand it seems that increasing the 
reserve for depreciation by tax normali- 
zation may avoid this latter objection.) 

It should be noted that the main differ- 
ence between those in Group B and those 
in Group D, who add the normalization 
amount to the depreciation reserve, is in 
amount of depreciation taken on the 
books, and carried to net earnings. In- 
come taxes and cash flow are the same. 


CONCLUSION 

It appears that the different policies 
concerning the use of accelerated depre- 
ciation rest in part on different circum- 
stances, but depend also on the question 
of the permanence of the law permitting 
the use of accelerated depreciation, and 
on income tax rates in the future. The 
chance of accelerated depreciation being 
continued substantially unchanged indef- 
nitely depends on politics, on how the 
present law is used and abused, and on 
how it accomplishes its stated purpose of 
encouraging capital expenditures. 

In any case, it appears that many com- 
panies would find it advantageous to re- 
view their depreciation policy. 


_ CHANGING YOUR ADDRESS? 


Notice of change of address for THE CONTROLLER 
should be received in the editorial offices of THE CONTROL- 
LER, Two Park Avenue, New York 16, N. Y., before the 
first of the month to affect the following month’s issue. For 
instance, if you desire the address changed for your Septem- 
ber issue, we should be notified of your new address before 
August 1. Be sure to include your postal zone as well as your 


old and new address. 
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